MUTUAL BANKING 


By-W B GREENE 


AvailabJe at 


INDIAN INSTITUTE OF SOCIOLOGY, 

AR' A BHAVAN, SAMDHURST ROAD, 

BOMBAY 4 


OR 

MODEBN PUBLISHERS, INDORE CITY. 


Rs. 1/4/. 



Published April 1946 
by - 

MODERN PUBLISHERS 
Kh^iufi Bdzar, INDORE (India) 


Prlntsdby - 
C. M SHAH 


MODERN PRINTERY, 
INDORE 



CONTENTS 


Page 


Chapter 

Publisher's Preface 
Introduction 
I Value 

A Pdiasifca City 
n Currency 



The LibacI vantages of a Specie Cuiiency 

7 


The Evils of a Specie Cuneucy — Usuiv 

. 10 

fir 

The Currency Its Evils and Their 

llEMEDY 

, 13 


The Biisiuess of Banking 

. 14 


Cuiioncv 

. 16 


Tlie Tilutual Bank 

19 

IV 

Mutual Credit 

. 21 


Ml Beck’s Bank 

. 21 


Bills of Exchange 

26 

V 

The Circul moN of Mutual Money 

. 27 


Beinaiks 

29 


The 1 ate of Iiiteiest 


31 



Advantages of Mutual Banking . . gi 

Jlutual money is Gsneially Competent to 
Foi'ce its Own "Way into Geueial Cuculation 33 


The Meaauie of value ... .. 36 

The Begulatoi of value . 3B 

71 The Peovincial LanI) Bane . 42 

VII. Money . . . 53 

Theie aie Vaiious kinds of Money . 55 

Convertible Papei Money Renders the 
Standaid of value Uncertain ... . 57 

The Evils of Convetible Paper Money .. 60 

Advantages of a Mutual Currency . 62 

VIL Ceedit . . 65 

Legitimate Cl edit ... 69 

IX Mutual Bank .. ... 73 

Mutual Bank in Opeiation . 75 



Preface. 

A Short Sketch oi the Author of this Essay on 
Mutual Banking. 

WILLIAM B. Greene (1797-1877) was a prominent 
figure among the Massachusetts idealists during 
the middle of the nineteenth century He was 
more than six feet high, slender, somewhat high- 
shouldered, but with an erectness brought from 
West point, where he had been a cadet though 
not a graduate He had served in the Indian wars 
in Florida, and his whole bearing was military and 
defiantly self-assertive 

"Greene became a Unitarian preacher and 
retired to a small country parish He was a 
member of the Massachusetts Constitutional Con¬ 
vention of 1853, later he left the ministry and went 
to Pans until the Civil War recalled him. Offering 
his services to Governor Andrew, he was made 
colonel of the First Massachusetts Heavy Artillery.” 

In 1849 he wrote a senes of newspaper arti¬ 
cles, which were afterwards published as a 
pamphlet under the name of Mutual Bankmg 
They have been pronounced "the best exposition 
of finance ever written in the English language 
during that period". In the following pages this 
pamphlet appears somewhat reduced from the 

original. The reader is cautioned that Greene’s 
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use of the word "usury" designates not only the 
excess of interest permitted by law, but all 
interest whatsoever 

When the last edition of Greene's Mutual Bank¬ 
ing was printed m 1895, several plans of currency 
reform had ]ust been proposed by the three poli¬ 
tical parties of that time in U S. A. and in the 
preface the question was asked of the leaders of 
those parties (which other followers of Proudhon 
had asked before) "Why is not the credit of a 
bank's customers as good a basis for currency as 
that of the bank itselP'' This question has been 
partly answered by that provision of the Federal 
Reserve Act of 1913 by which Federal Reserve 
Currency can be issued in exchange for the re¬ 
discounted notes of the customers of member 
banks This is a distinct step forward, as it supp¬ 
lies the machinery foi expanding mercantile 
credit directly, and gives rise to a hope that in 
future, a move would be made to decrease the 
cost of this credit 

The reader is requested to read the scheme and 
constitution of Proudhon's Bank of Exchange and 
People's Bank Unfortunately these banks could 
not function because Proudhon was sent to gaol 
m connection with the defamation of President 
Bonaparte We intend to publish these in future 
I along with a short biography of Proudhon who is 
I the originator of the Mutualistic idea. 


Publishers. 



Publishers Note. 

Industrial as well as Banking Joint Stock Com¬ 
panies are the biggest props of the capitalistic 
system based as it is on the profit incentive The 
state controls the economic life of the people 
through the power of issuing currency and credit. 
To understand rightly how capitalistic govern¬ 
ment, in order to suit its own interest, increases 
and decreases the prices of commodities by the 
withdrawal and the issuing of currency, this book 
will be very helpful In these days we have seen 
how inflation in currency has hit the consumers 
and profitled the bankers and the industrialists 
and given scope for blackmarketeering The 
stabilisation of prices of articles of day to day use 
not only creates confidence in business circles 
but It also provides no chance for exploiters and 
blackmarketeers to take undue advantage of real 
or artificial scarcity of goods Nobody will hoard 
goods when there are no chances of undue fluc¬ 
tuations and instability of prices and thus leading 
to profits either way. 

Besides our bankers, on account of the facn 
lity to create credit not only with their own money 
but with that of their creditors and debtors 
squeeze high rates of interest from needy parties 
which are generally desirous of increasing produc¬ 
tion If anyone carefully looks into the balance 
sheets of banking concerns it will be found that 
banks are making greater profits than industrial 
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concerns. The banks get deposits at the rate of 
one or two percent interest and charge their 
custoipers from five to eight percent Due to their 
big turnover they make exorbitant profits We 
have seen that some of the deposit banks m U S. 
A. and U. K have made enormous profits in 
prewar times from 50% to 150% or over. 

The object of the mutualist bank is to advance 
money on sound personal guarantee on their 
future earning or production, even without the 
mortgage of property at the rate of one percent 
interest per annum. This amount of interest 
covers the whole expenditure of the establish¬ 
ment and leaves something to be earned for¬ 
ward to reserve funds Besides, loans on low 
interest would give impetus to honest industry 
and it will also help to increase employment by 
creating efficient demand. It is very difficult m 
these days to borrow money from banks on high 
interest for honest and enterprising concerns, 
even on pawning the securities or estates and so 
what to talk of owners of small workshops and 
craftsmen, who have very little of fluid capital and 
hardly sufficient capital to pledge securities. In 
order to give some idea of how a mutualist bank, 
giving loans on nominal interest of one percent 
can be successfully run we have undertaken to 
publish this book We hope that it will be widely 
read and we have priced it low, so that it will be 
within easy means of students of economics and 
small producers to purchase a copy. 



MUTUAL BANKING 

I 

VALUE 

Let us first explain the difference between legal 
value land actual value.* It is evident, that, if 
every bank-bill in rhe country should suddenly be 
destroyed, no actual value would be destroyed, 
except perhaps to the extent of the value of so 
much waste paper The holders of the bills would 
lose their money, but the banks would gam the 
same amount, because they would no longer be 
liable to ba called upon to redeem their bills in 
specie Legal value is the legal claim which one 
man has upon property in the hands of another. 
No matter how much legal value you destroy, you 
cannot by that process banish a single dollar's 
worth of actual value, though you may do a great 
injustice to individuals. But if you destroy the 
silver dollars in the banks, you inflict a great 
loss on the community, for an importation of 
specie would have to be made to meet the 
exigencies of the currency, and this importation 
would have to be paid for in goods and cornmodi- 

*The leadei is requested to notice this distinction bet¬ 
ween actual and legal value, as we shall have occassion to 
refer to it again. 
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ties which are of actual value When a ship goes 
down at sea with her cargo on board, so much 
actual value is lost But, on the other hand, when 
an owner loses his ship in some unfortunate spe¬ 
culation, so that the ownership passes from his 
hands into the hands of some other person, there 
may be no loss of actual value, as in the case of 
shipwreck, for the loss may be a mere change of 
owneiship. 

The national debt of England exceeds 
$ 4,000,000,000 If there were enough gold sove¬ 
reigns in the world to pay this debt, and these 
sovereigns should be laid beside each other, touch¬ 
ing each other, and in a«straight line, the line thus 
formed would be much more than long enough to 
furnish a belt of gold extending around the earth 
Yet all this debt is mere legal value. If all the obli¬ 
gations by which this debt is held were destroyed, 
the holders of the debt would become poorer by 
the amount of legal value destroyed, but those who 
are bound by the obligations (the tax-paying peo¬ 
ple of England) would gain to the same amount 
Destroy all this legal value, and England would be 
as rich after the destruction as it was before, be¬ 
cause no actual value would have been affected. 
The destruction of the legal value would merely 
cause a vast change m the ownership of property, 
making some classes richer, and, of course, others 
poorer to precisely the same extent; but if you 
should destroy actual value to the amount of this 
debt you would destroy about thirteen times as 
much actual value (machinery, houses, improve¬ 
ments, products, etc) as exist at present m the satte 
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of Massachusetts, The sudden destruction of 
5 4,000,000,000 worth of actual value would turn 
the British Islands into a desert. 

A Parasite City 

Suppose 5,000 men to own $ 30,000 each, sup¬ 
pose these men to move, with their families, to some 
desolate place in the state, where there is no 
opportunity for the profitable pursuit of the occu¬ 
pations either of commerce, agriculture, or manu' 
facturing The united capital of these 5,000 men 
would be 5;150,000,000. Suppose, now, this capital 
to be safely invested in different parts of the state, 
suppose these men to be, each of them, heads of 
families, comprising, on an average, five persons 
each this would give us, in all, 25,000 individuals, 
A servant to each family would give us 5,000 per¬ 
sons more, and these added to the above number 
would give us 30,000 in all Suppose, now, that 
5,000 mechanics—shoemakers, bakers, butchers, 
etc —should settle with their families in the neigh¬ 
borhood of these capitalists, in order to avail 
themselves of their custom Allowing five to a 
family, as before, we have 25,000 to add to the 
above number. We have, therefore, in all, a city 
of 55,000 individuals, established in the most deso¬ 
late part of the state The people in the rest of 
the state would have to pay to the capitalists of 
this city Six per cent on $ 150,000,000 every year, 
for these capitalists have, by the supposition, this 
amount out at interest on bond and mortgage, or 
otherwise. The yearly interest on $ 150,000,000, at 
SIX per cent, is $ 9,000,000. These wealthy indivr 
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duals may do no useful work whatever, and, never¬ 
theless, they levy a tax of •$ 9,000,000 per annum 
on the industry of the state The tax would be paid 
in this way Some money would be brought to the 
new city, and much produce, the produce would 
be sold for money to the capitalists, and with the 
money thus obtained, added to the other, the deb¬ 
tors would pay the interest due The capitalists 
would have their choice of the best the state 
produces, and the mechanics of the city, who re¬ 
ceive money from the capitalists, the next choice. 
Now, how would all this be looked upon by the 
people of the commonwealth'? There would be a 
general rejoicing over 'the excellent market for 
produce which had grown up in so unexpected a 
place, and the people would suppose the existence 
of this city of financial horse-leeches to be one of 
the main pillars of the prosperity of the state 

Each of these capitalists would receive yearly 
$ 1,800, the interest on $ 30,000, on which to live 
Suppose heTives on S900, the half of his income, and 
lays the other half by to portion off his children 
as they come to marriageable age, that they may 
start also with $ 30,000 capital, even as he did 
This $ 900 which he lays by every year would 
have to be invested The men of business, the 
men of talent, in the state, would see it well invest¬ 
ed for him Some intelligent man would discover 
that a new railroad, canal, or other public work 
was needed, he would survey the ground, draw a 
plan of the work, and make an estimate of the 
expenses; then he would go to this new city and 
interest the capitalists in the matter. The capita- 
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lists would furnish money, the people of the state 
would furnish labor; the people would dig the 
dirt, hew the wood, and draw the water. The 
intelligent man who devised the plan would 
receive a salary for superintending the work, the 
people would receive day's wages, and the capita¬ 
lists would own the whole, for did they not furnish 
the money that paid for the construction ? Taking 
a scientific view of the matter, we may suppose the 
capitalists not to work at all, for the mere fact of 
their controlling the money would insure all the 
results We suppose them, therefore, not to work 
at all, we suppose them to receive, each of them, 
S 1,800 a year, we suppose them to live on one- 
half of this, or ^900, and to lay up the other half for 
their children. We suppose new-married couples 
to spring up, in their proper season, out of these 
families, and that these new couples start, also, 
each with a capital of $ 30,000 We ask now, is 
there no danger of this new city's absorbing unto 
itself the greater portion of the wealth of the 
state 

There is no city in this commonwealth that 
comes fully up to this ideal of a faineant and para¬ 
site city, but there is no city in the state in which 
this ideal is not more or less completely embodied 

II 

The Currency 

Gold and silver are peculiarly adapted to act 
as a circulating medium They are: 1 Admitted by 
common consent to serve for that purpose 2. They 



6 


MUTUAL BANKING 


contain within themselves actual intrinsic value, 
equivalent to the sum for which they circulate, as 
security against the withdrawal ot this consent, 
or of the public estimation. 3 They lose less by 
the wear and tear and by the effect of time, than 
almost any other commodities; and, 4 They are 
divisible into all and any of the fractional parts 
into which value may be, or necessarily is, divided. 
There is no occasion to notice particularly in this 
place the many other advantages possessed by 
the precious metals But we must remember that 
when we exchange any thing for specie we barter 
one commodity for another By the adoption of 
a circulating medium we have facilitated barter, 
but we have not done away with it — we have 
not destroyed it Specie is a valuable commodity 
and its adoption iby society as a medium of ex¬ 
change does not destroy its character as a purchas¬ 
able and salable article Let Peter own a horse, 
let James own a cow and a pig, let James's cow 
and pig, taken together, be worth precisely as 
much as Peter's horse, let Peter and James desire 
to make an exchange, now, what shall prevent 
them from making the exchange by direct barter'? 
Again, let Peter own the horse, let James own the 
cow; and let John own the pig Peter cannot 
exchange his horse for the cow, because he woul 
lose by the transaction, neither — and for the 
same reason — can he exchange it for the pig 
The division of the horse would result in the des¬ 
truction of its value The hide, it is true, possesses 
an intrinsic value, and a dead horse makes 
excellent manure for a grapevine; nevertheless, 
the division of the horse results in the destruction 
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of its value as a living animal But if Peter barters 
his horse with Paul for an equivalent in wheat, 
what shall prevent him from so dividing his wheat 
as to qualify himself to offer to James an equiva¬ 
lent for his cow and to John an equivalent for his 
pig If peter trades thus with James and John 
the transaction is still barter, though the wheat 
serves as currency and obviates the difficulty in 
making change Now, if Paul has gold and silver 
to dispose of instead of wheat, the gold and silver 
are still commodities possessing intrinsic value, 
and every exchange which Paul makes of these 
for other commodities is always a transaction in 
barter. There is a great deal of mystification 
connected with the subject of the currency, but 
if we remember that, when we sell anything for 
specie, we buy the specie, and that when we buy 
anything with specie, we sell the specie — our 
ideas will grow wonderfully clear 

The Disadvantages of a Specie Currency. 

The governments of the different nations have 
made gold and silver a legal tender m the pay¬ 
ment of debts Does this legislation change the 
nature of the transactions where gold and silver 
are exchanged for other desirable commodities 
Not at all Does it transform the exchange into 
something other than barter By no means But 
the exchangeable value of any article depends 
upon its utility, and the difficulty of obtaining it 
Now, the legislatures, by making the precious 
metals a legal tender, enhence their utility in a re¬ 
markable manner It is not their absolute utility. 
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indeed, that is enhenced, but their relative utility 
in the transactions of trade As soon as gold and 
silver are adopted as the legal tender, they are 
invested with an altogether new utility By means 
of this new utility, whoever monopolizes the gold 
and silver of any country — and the currency, as 
we shall soon discover, is more easily monopoli¬ 
zed than any other commodity — obtains control 
thenceforth over the business of that country, for 
no man can pay his debts without the permission 
of the party who monopolizes the article of legal 
tender Thus, since the courts recognize nothing 
as money in the payment of debts except the 
article of legal tender, this party is enabled to levy 
a tax on all transactions except such as take place 
without the intervention of credit 

When a man is obliged to barter his commodity 
for money, in order to have money to barter for such 
other commodities as he may desire, he at once 
becomes subject to the impositions which money¬ 
ed men know how to practice on one who wants 
and must have money for the commodity he offers 
for sale. When a man is called upon suddenly to 
raise money to pay a debt, the case is still harder 
Men whose property far exceeds the amount of 
their debts in value — men who have much more 
owing to them than they owe to other — are daily 
distressed for the want of money, for the want of 
that intervening medium, which, even when it is 
obtained m sufficient quantity for the present 
purposes, acts only as a mere instrument of 
exchange. 
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By adopting the precious metals as the legal 
tender in the payment of debts, society confers a 
new value upon them, which new value is not 
inherent in the metals themselves This new value 
becomes a marketable commodity Thus gold and 
silver become a marketable commodity as (quoad) 
a medium of exchange This ought not so to be 
This new value has no natural measure, because 
it IS not a natural, but a social value, This new 
social value is inestimable, it is incommensurable 
with any other known value whatever JThus 
money, instead of retaining its proper relative 
position, becomes a superior species of commo¬ 
dity — superior not m degree, but in kind Thus 
money becomes the absolute king and the demigod 
of commodities * Hence follow great social and 
political evils The medium of exchange was not 
established for the purpose of creating a new, 
inestimable, marketable commodity, but for the 
single end or purpose of facilitating exchanges 
Society established gold and silver as an instru¬ 
ment to mediate between marketable commodities, 
but what new instrument shall it create to mediate 
between the old marketable commodities, and the 
new commodity which it has itself called into 
being And if it succeed in creating such new 
instrument, what mediator can it find for this new 
instrument itself, etc."? Heie the gulf yawnsl No 
bridge save that of usury has been thrown, as yet, 
over this gulf. Our exposition is evidently on the 
brink of the infinite series; we are marchinc 

* Money is merchandise just like any other merchandise 
precisely as the trump is a card ]ust like any other card 
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rapidly forward to the abyss of absurdity The logi¬ 
cians know well what the sudden appearance of 
the infinite series m an investigation signifies, 
it signifies the recognition of a phenomenon and 
the assigning to it of a mere concomitant, to stand 
to it in the place of cause The phenomenon we 
here recognise is circulation or exchange, and 
we ignore its cause, for we endeavor to account 
for it by the movement of specie, which movement 
IS neither circulation nor the cause of circulation. 
But more of this hereafter. Let us return to the 
subject with which we are more immediately 
concerned; noting, meanwhile, that a specie 
currency is an absurdity 

The Evils of a Specie Currency—Usury 

Society established gold and silver as a circulat¬ 
ing medium, in order that exchanges of commodi¬ 
ties might be facilitated, but society made a mistake 
m so doing, for by this very act it gave to a certain 
class of men the power of saying what exchanges 
shall, and what exchanges shall not, be facilitated 
by means of this very circulating medium The 
monopolizers of the precious metals have an 
undue power over the community, they can say 
whether money shall, or shall not, be permitted to 
exercise its legitimate functions These men have 
a veto on the action of money, and therefore on 
exchanges of commodity, and they will not take off 
their veto until they have received usury, or, as it 
is more politely termed, interest on their money. 
Here is the great objection to the present currency. 
Behold the manner in which the absurdity inherent 



THE CURRENCY 


11 


in a specie currency — or, whal< is still worse, in a 
currency of paper based upon specie — manifests 
itself in actual operation ! The mediating value 
which society hoped would facilitate exchanges 
becomes an absolute marketable commodity, itself 
transcending all reach of mediation The great 
natural difficulty which originally stood in the iway 
of exchanges is now the private property of a 
class, and this class cultivates this difficulty, and 
make money out of it, even as a farmer cultivates 
his farm and makes money by his labor. But there 
IS a difference between the farmer and the usurer, 
for the farmer benefits the community as well as 
himself, while every dollar made by the usurer is 
a dollar taken from the pocket of some other in¬ 
dividual, since the usurer cultivates nothing but 
an actual obstruction 

You cannot monopolize corn, iron and other 
commodities as you can money, for to do so you 
would be obliged to stipulate in your sales that 
payment shall be made to you in those commodities 
What a commotion would exist in the community 
if a company of capitalists should attempt perma¬ 
nently to monopolize all the corn' But money, by 
the nature of the case, since it'is ihe only legal tender, 
13 always monopolized. This fact is the foundation 
of the right of society to limit the rate of interest. 

f 

We conclude, therefore, that gold and silver 
do not furnish a perfect medium of circulation; 
that they do not furnish facilities for the exchange 
of all commodities Gold and silver have a value 
as money, a Value which is artificial, and created 
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umnteniionally by the act of society establishing 
the precious metals as a legal tender. This new arti¬ 
ficial value overrides all intrinsic actual values, 
and suffers no mediation between itself and them 
Now, money, so far forth as it is mere money, ought 
to have no value, and the objection to the use of the 
precious metals as currency is that, as soon as they 
are adopted by society as a legal tender, there is 
superadded to their natural value this new, arti¬ 
ficial and unnatural value Gold and silver cannot 
facilitate the purchase of his new value which 
IS added to themselves, "a mediator is not a medi¬ 
ator of one'' Usury is the characteristic fact of 
the present system of civilization; and usury 
depends for its existence upon this super-added, 
social, unnatural value, which is given artificially 
to the material of the circulating medium. Destroy 
the value of this material as money ( not its utility or 
availability in exchange ) and you destroy the 
possibility of usury. Can this be done so long as 
this material is gold or silver ? No 

Whatever is adopted as the medium of exchange 
should be free from the above-named objections 
It should serve the purpose of facilitating all ex¬ 
changes; it should have no value as money, it should 
be of such a nature as to permit nothing marketable, 
nothing that can be bought or sold, to transcend 
the sphere of its mediation It should exist in such 
quantity as to effect all exchanges which may be 
desirable It should be co-existent in time and 
place with such property as is destined for the 
market. It should be sufficiently abundant and 
easy of acquirement to answer all the legitimate 
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purposes of money. It should be capable of being 
expanded to any extent that may be demanded by 
the wants of the community, for if the currency be 
not sufticiently abundant it retards instead of faci¬ 
litating exchanges On the other hand, this 
medium of exchange shouldibe sufficiently difficult 
of acquirement to keep it within just limits 

Gan a currency be devised which shall fulfill all 
these conditions'^ Can a currency be adopted 
which shall keep money always just plenty enough, 
without suffering it ever to become too plenty? 
Can such a currency be established on a firm, sci¬ 
entific foundation, so that we may know beforehand 
that it will work well from the very first moment of 
its establishment Can a species of money be 
found which shall possess every quality which it is 
desirable that money should have, while it poss¬ 
esses no quality which it is desirable that money 
should not have’^ To all these questions we answer, 
emphatically, Yes! 

Ill 

The Currijnct Its Evils and Their Remedy 

Bank-bills are doubly guaranteed On one side, 
there is the capital of the bank, which is liable for 
the redemption of the bills in circulation, on the 
other side are the notes of the debtors of the bank, 
which notes are (or ought to be, if the bank officers 
exercise due caution and discretion) a sufficient 
guaranty for all the bills; for no bills are issued by 
any bank, except upon notes whereby some res¬ 
ponsible person is bound to restore to the bank. 
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after a certain lapse of lime, money to the amount 
borne on the face of the bills. If the notes given 
by the receivers of the bills are good, than the bills 
themselves are also good. If we reflect a moment 
upon these facts, we shall see that a bank of dis¬ 
count and circulation is in reality, two banks in one 
There is one bank which does business on the 
specie capital realy paid m, there is another and a 
very different bank, which does business by issuing 
bills in exchange for notes whereby the receivers of 
the bills give security that there shall be paid back, 
by a certain time, money to the amount of the bills 
issued Let us now investigate the nature of these 
two different banks. 

The Business of Banking 

Peter goes into the banking business with one 
dollar capital, and immediately issues bills to the 
amount of one dollar and twenty-five cents Let 
us say that he issues five bills, each of which is to 
circulate for the amount of twenty-five cents James 
comes to the bank with four of Peter's bills, and 
says "Here are four of your new twenty-five cent 
notes which purport to be payable on demand, 
and I will thank you to give me a silver dollar for 
them " Peter redeems the bills and m so doing pays 
out his whole capital Afterward comes John, with 
the fifth note, and makes a demand similar to that 
lately made by James Peter answers, slowly and 
hesitatingly. "I regret—exceedingly—the force of 
present circumstances; but—I—]ust paid—out my 
whole capital—to James. I am—under—the painful 
necessity—of requesting you—to wait a little longer 
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for your money ’’ John at once becomes indignant 
and says. "Your bills state on their face that you 
will pay twenty-five cents upon each one of them 
whenever they are presented. I present one now 
Give me the money, therefore, without more words, 
for ray business is urgent this morning." Peter 
answers "I shall be in a condition to redeem my 
bills by the day after tomorrow, but for the mean¬ 
while, my regard for the interest of the public 
forces me unwillingly to suspend specie payments " 
"Suspend specie payments!" says John "What other 
kind of payment, under Heaven, could you suspend"^ 
You agree to pay specie, for specie is the only legal 
tender and when you don't pay that, you don't pay 
anything. When you don't pay that you break. Why 
don't you own up at once? But while I am about 
it I will give you a piece of my mind, this extra note 
which you have issued beyond your capital is a 
vain phantom, a hollow humbug and a fraud And 
as for your bank, you would better take m your 
sign, for you have broken" "Thesebe* very bitter 
words," as said the hostess of the Boar's Head 
Tavern at Eastcheap. 

John is right Peter's capital is all gone and 
the note lor tv/enty-five cents, which professes to 
represent specie in Peter's vaults, represent the 
tangibility of an empty vision, the shadow of a 
vacuum But which bank is it that is broken Is it 
the bank that does business on a specie capital, or 
the bank which does business on the notes of the 
debtors to the bank ? Evidently it is the bank that 
does business on the specie capital that is broken; 
it is the specie-paying bank that has ceased to exist. 
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John understands this very well notwithstand¬ 
ing his violent language a moment since, he 
knows that his is the only bill which Peter has in 
circulation, and that Peter owes, consequently, 
only twenty-five cents, he knows also that the bank 
has owing to it one dollar and twenty-five cents 
Peter owes twenty-five cents and has owing to 
him a dollar and twenty-five cents. John feels, 
therefore, perfectly safe What is John's security ? 
Is it the specie capital Not at all James has 
taken the whole of that. He has lor his security 
the debts which are owing to the bank Peter's 
bank begins now to be placed in sound, 
philosophical condition. At first he promised to 
pay one dollar and twenty-five cents in specie, 
while he actually possessed only one dollar 
with which to meet the demands that might 
be, made upon him. How could he have made a 
more unreasonable promise, even if he had tried 
Now that he has suspended specie‘payments, he 
has escaped from the unphilosophical situation in 
which he so rashly placed himself. Peter's bank 
IS still in operation—it is by no means broken, his 
bills are good, guaranteed, and worthy of consi¬ 
derable confidence; only his bank is now a simple 
and not a complex bank, being no longer two 
banks in one, for the specie-paying element has 
vanished m infinite darkness. 

Currency 

And here we may notice that Peter has solved, 
after a rough manner indeed, one of the most 
difficult questions in political economy His bill 
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for twenty-five cents is currency, and yet it is not 
based upon specie, nor directly connected in 
any way with specie We would request the 
reader to be patient with us and not make up his 
mind in regard to our statement until he has read 
to the end of the chapter, it shall not be very long. 
Light breaks on us here, which we would endeavor 
to impart to the reader The security for the bill 
IS legal value, the security in actual value having 
been carried away by James—that is, the security 
for the bill is the legal claim which the bank has 
upon the property of its debtors We see, there¬ 
fore, that legal value may be made a basis for the 
issue of notes to serve as currency, we see, there¬ 
fore, the faint indication of a means whereby we 
may perhaps emancipate ourselves from the 
bondage of hard money, and the worse bondage 
of paper which pretends to be a representative 
of hard money 

Let the reader not be alarmed. We abominate 
banks that suspend specie payment as much as he 
does. The run of our argument leads us through 
this desolate valley, but we shall soon emerge in¬ 
to the clear day 

We may notice in considering a bank that has 
suspended specie payments 1. The bank officers, 
who are servants of the siockholders, 2 The bills 
which are issued by the bank officers, and which 
circulate in the community as money, and 3. The 
notes of the debtors of the bank, binding these 
debtors, which notes, deposited in the safe, are 
security for the bills issued Let us now take for 
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illustration, a non-specie paying bank that shall be 
"perfect after its kind," that is a bank whose capital 
shall be, in actual value, hterally= 0 Suppose there 
are 100 stockholders, suppose $ 100,000 worth 
of bills to be in circulation and that $ 100,000 legal 
value IS secured to the bank by notes given by 
the bank's debtors. These stockholders will be 
remarkable individuals, doing business after a 
very singular fashion For example. The stock¬ 
holders own stock m this bank, but as the whole 
joint stock equals zero, each stockholder evidently 
owns only the one hundredth part of nothing a 
species of property that counts much or little, 
according to the skillfulness with which it is 
administered. The stockholders, through the 
agency of the bank officers, issue their paper, 
bearing no interest, exchanging it for other paper, 
furnished by those who receive the bills, bearing 
interest at the rate of six per cent per annum The 
paper received by the bank binds the debtor to 
the bank to pay interest, while the paper issued 
by the bank puts it under no obligation to pay any 
interest at all Thus the stockholders doing 
business with no capital whatever, make six per 
cent per annum on a pretended $ 100,000 of 
actual value which does not exist I Yet, meanwhile, 
these stockholders furnish the community with an 
available currency This fact ought always to be 
borne in mind Non-specie- paying banks, of 
course, make dividends During the suspension 
of 1837 and 1838, all the banks of Pennsylvania 
made dividends, although it was prohibited in the 
charters of most of them After the suspension 
which took place m Philadelphia in October, 1839, 
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most of the banks of that city resolved not to declare 
dividends until the pleasure of the legislature 
could be known By an act authorizing the conti¬ 
nuance of the suspension until the 15th of January, 
184-1, permission was granted to make dividends, 
contrary to every principle of justice and equity. 
We do not know why we speak especially of the 
Pennsylvania banks in this connection, as we have 
yet to hear of the first bank, either m Pennsylvania 
or in any other State, that has had the delicacy to 
suspend the declaration of dividends merely 
because it suspended specie payments. 

The Mutual Bank 

Our non-specie-paying bank being in the inter¬ 
esting position described, let us inquire whether it 
IS not in the process of bringing forth something 
which shall be entirely different from itself We 
ask first, why a non-specie-paying bank should be 
permitted to make dividends Its bills are perfectly 
good, whether the bank have any capital or not, 
provided the officers exercise due discretion in 
discounting notes, and it is evident that the stock¬ 
holders have no right to ask to be paid for the use 
of their capital, since the capital in question ought 
to be specie, which they confess, by suspending 
specie payments, that they do not furnish But if 
no dividends are to be declared, what are we to do 
with the immense amount of interest-money that 
will accumulate in the bank. Our answer to this 
question is so simple that we are almost ashamed 
to state it Justice requires that all the interest- 
money accumulated—so much only excepted as is 
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required to pay the expenses of the institution and 
the average of loss by bad debts—should be paid 
back to the borrowers in the proportion of the 
business which they have individually done with 
the bank But since it would be by no means easy, 
practically, to thus pay the extra interest-money 
back, it would be better for the bank to turn the 
difficulty by lending its money at precisely that 
rate of interest and no more, say one per cent 
per annum, which would suffice to pay the expen¬ 
ses of the institution, including the average loss by 
bad debts A bank of this character would be a 
Mutual Bank This is not the institution we advocate 
and of which we propose to submit a plan to the 
reader, but it will serve in this place for the pur- 
poses of illustration A bank that suspends specie 
payments may present two evident advantages to 
the community—first, it may furnish a currency, 
second, it may loan out its bills at one per cent 
interest per annum That such a bank may furnish 
currency is proved by abundant experience, for 
suspending banks go right on with their business, 
and that their money circulates well is proved by 
the fact that such banks have hitherto seldom failed 
to declare good dividends. That they may loan 
their money at one per cent interest per annum is 
shown by the fact that the old banks do not pay 
more than one per cent per annum for their 
expenses, including losses by bad debts, and that 
the guaranty of the new bills consists in the 
excellence of the notes furnished by the borrower, 
so that, if there is anything to be paid for this guaran¬ 
ty,it ought to be paid to the borrower himself, and 
not to any other person. We will not prolong this 
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exposition, since a multiplicity of words would 
serve only to darken the subject We invite the 
reader to reflect for himself upon the matter and 
to form hia own conclusions We repeat that we 
do not advocate a bank of the nature here des¬ 
cribed, since we conceive that such an institution 
would be eminently unsafe and dangerous, and 
for a hundred reasons among which may be coun¬ 
ted the inordinate power that would be conferred 
on the bank's officers, but, as we said before, it may 
serve for illustration Neither do we propose this 
plan as a theoretical solution of the difficulties 
noticed in the preceding chapters as inseparable 
from the existing currency We reserve our own 
plan, and shall submit it to the reader in Chapter V 

IV 

Mutual Credit 

In the title'page of a book on money and Banking* 
published at Cincinnati, the name of William Beck 
appears, not as author, but as publisher, yet there 
is internal evidence in the book sufficient to prove 
that Mr. Beck is the author. 

Mr Beck's Bank 

Mr. Beck's plan for a Mutual Bank consists in a 
simple generalization o f the system of credit m 

"Money and Banking, or Their Nature and Effects 
Considered-, Together With a Plan for the Universal 
Diffusion of Their Legitimate Benefits Without Their 
Evils. By a Citizen of Ohio Gmoinnati. Published by 
William Beck, 1839, 16mo, 212pp. 
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account that is well described in the following 
extract from J. Stuart Mill's Political Economy. 

"A mode of making credit answer the purposes 
of money, by which, when earned far enough, 
money may be very completely superseded, con¬ 
sists in making payments by checks The custom 
of keeping the spare cash reserved for immidiate 
use or against contingent demands, in the hands of 
a banker and making all payments, except small 
ones, by orders on bankers, is in this country 
spreading to a continually larger portion of the 
public If the person making the payment and 
the person receiving it kept their money with the 
same banker, the payment would take place 
without any intervention of money, by the mere 
transfer of its amount in the bankers books from 
the credit of the payer to that of the receiver If 
all persons in London kept their cash at the same 
banker's and made all their payments by means 
of checks, no money would be required or used 
for any transactions beginning and terminating 
in London This ideal limit is almost attained in 
fact, so far as regards transactions between 
dealers. It is chiefly in the retail transactions bet¬ 
ween dealers and consumers, and in the payment 
of wages, that money or bank-notes now pass, and 
then only when the amounts are small." 

"Money," says Mr Beck, "follows in the track of 
claim Its progress is the discharge and satisfaction 
of claim The payment of money is effectually the 
discharge of the debtor, but it is not equally 
effectual in satisfaction of the creditor. Though it 
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releases the debtor, it still leaves the creditor to 
seek the real object of his desire It does not put 
him in possession of it, but of something which 
enables him to obtain it. He must exchange this 
money by purchase for the article he wants before 
that object is attained In payment of debts, it 
passes from claimant to claimant, discharging and 
paying claims as it goes Money follows claim, 
both continually revolving through all classes of 
society in repeated and perpetual circles, con¬ 
stantly returning to their several stations, drawn 
thither by operations of industry or business 

"In this possession of money every one has his 
turn. It comes to him m the shape of payment for 
his sales or his industry and passes from him in the 
shape of payment or expenditure, again to return 
at its proper time and on a proper occasion to 
serve the same purposes as before 

^'Now, I contend that as the progress of money 
lies in a circular route, a certain system of account 
may be made to supply its place, where its track 
and extent can, in that circle, be included and 
distinguished 

"By a circle, I mean that range of society which 
includes the whole circulating movement of money, 
with the accompanying causes and effects of its 
progress, viz, claims, debts and payments; so that, 
if we wish to trace its path, every point of that 
path will be contained within it. Such is the great 
circle of society. This contains the whole body of 
debtors and the whole body of creditors It con- 
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tains all the debtors to the creditors and all the 
creditors to the debtors All would be included in 
the jurisdiction of a power that by any possibility 
could preside over the whole Creditors are 
sellers, debtors are buyers Bui no man conti¬ 
nually sells without sometimes buying, nor does 
any man continually buy without sometimes selling. 
The creditor who receives money from his debtor, 
again expends this money upon others, who thereby, 
in their turns, become creditors and receive their 
money back again All these movements are within 
the range of the one circle of society. Now, it is 
evident that if an account were kept by a presiding 
power, the goods which any person receives, being 
of equal value, would pay for those which he had 
previously delivered, would replace him in his 
original assets and cancel the obligation to him 
without the aid of money Hence,,after the whole 
prosess, it would seem that the intermediate passage 
and return of money were superfluous. If the 
dealings are not directly backward and forward— 
that IS, between one creditor and his debtor and 
back again from the same debtor to the same 
creditor~the effect will be the same; for as this 
whole circle includes every creditor, every debtor 
and in fact every individual in that society, so it 
contains every account to which the claims of any 
creditor would apply, and every account to which 
the same creditor would be indebted The agency 
ol the presiding power would render it pro forma, 
the representative to every creditor of his indi¬ 
vidual debtor, and to every debtor, the repre¬ 
sentative of his individual creditor It would form 
a common center for all claims by every creditor 
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on his debtor. It would form the channel for the 
discharge of his debts and the receipt of his claims. 
It would show the state of his account with society, 
and the balance, if in his favor, would be available 
as so much cash 

"This IS what is meant by a circle. Such is the 
great circle of society, the only one which is com¬ 
plete and perfect, and such are the advantages 
contained in it. 

"Hence the plan I propose is adapted to this 
circle, to exhibit the revolving track of money 
within it, to contain the several points of its pro¬ 
gress, and, at each of these points, to perform its 
duty and supply its place by the revolution of 
debits and credits in account, instead of the revolu¬ 
tions of the actual material money." 

There are many practical processes by which 
the business-world make credit perform the 
functions of money, among which may be especially 
noticed—first, that by credit in account, and second, 
that by bills of exchange Mr. Beck thought out a 
Mutual Bank by generalizing credit in account, 
Proudhon, by generalizing the bill of exchange. 

Bills of Exchange 

Let it be supposed that there are ten shoe-manu¬ 
facturers in Lynn, who sell their shoes to ten 
shopkeepers in Boston, let it be supposed, also, 
that there are ten v^holesale grocers',in Boston who 
furnish goods to ten retail grocers m Lynn. If 
the value of the shoes equals the value of the 
groceries, the ten retail grocers in Lynn would 
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have no occasion to send money to Boston to pay 
their indebtedness to the wholesale grocers, 
neither would the ten shopkeepers in Boston have 
occasion to send money to Lynn to discharge their 
debt to the ten shoe manufacturers, for the Lynn 
retail grocers might pay the money to the Lynn 
shoe-manufacturers, these shoe-manufacturers 
writing to the Boston shopkeepers, who are their 
debtors, requesting them to pay the Boston whole¬ 
sale grocers, who are the creditors of the Lynn 
retail grocers, It is very possible that the transact¬ 
ions of all these persons with each other might be 
settled in this way without the transmission of any 
money either from Boston to Lynn, or from Lynn 
to Boston. The transfer of debts m the process 
here indicated gives rise to what are called, in 
mercantile language, drafts, or bills of exchange; 
though regular bills of exchange are seldom drawn 
in this country, except against foreign account 
A bill of Exchange reads generally somewhat 
as follows 

"To Mr. E F —days after sight, on this, my first 
bill of exchange { second and third of the same 
date and tenor not paid), pay to A, B., without 
further advice from me,—dollars, value received, 
and charge the same to account of your obedient 
servant, C D." 

This form evidently implies that the bill is made 
out in triplicates. The bill must also, of course, 
be dated. A draft is a bill of exchange drawn up 
with the omission of some of the solemnity and 
particularity of the regular bill 
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Bills of exchange are useful not only for the 
payment of debts at distant places without transpor¬ 
tation of the precious metals, but also as a means by 
which a debt due from one person may be made 
available for obiammg credit from another It is 
usual in every trade to give a certain length of 
credit for goods bought—ninety days, six months, 
eight months, or a longer time, as may be determin¬ 
ed by the convenience of the parties, or by the 
custom of the particular trade and place. If a man 
has sold goods to another on six months' credit, 
he may draw a bill upon his debtor, payable in six 
months, get his bill discounted at the bank and thus 
qualify himself to purchase such things as he may 
require in his business, without waiting for the six 
months to expire But bills of exchange do more 
than this They not only obviate, upon occasions, 
the necessity for ready money: they not only enable 
a man to command ready money before the debts 
due to him arrive at maturity, they often actually 
take place and perform the functions of money 
itself. 


V 

The Circulation of Mutual Money 

Petition for a General Mutual Banking Law 

To the Honorable the Senate and House of Repres¬ 
entatives of the Commonwealth of Massachusetts. 

This prayer of your petitioners humbly showeth 
that the farmers, mechanics and other actual 
producers, whose names are hereunto subscribed, 
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believe the present organization of the currency 
to be unjust and oppressive. They, therefore, 
respectfully request your honorable body to 
repubhcanize gold, silver and bank-bills, by the 
enactment of a General Mutual Banking Law 

A law, embracing the following provisions, 
would be eminently satisfactory to your petitioners 

1 The inhabitants or any portion of the inha¬ 
bitants, of any town or city in the Commonwealth, 
may organize themselves into a Mutual Banking 
Company 

2. Any person may become a member of the 
Mutual Banking Company of any particular town, 
by pledging real estate situated in that town, or in 
its immediate neighborhood, to the Mutual Bank 
of that town. 

3 The Mutual Bank of any town may issue 
paper-money to circulate as currency among persons 
willing to employ it as such 

4 Every member of a Mutual Banking Com¬ 
pany shall bind himself, and be bound, in due 
legal form, on admission, to receive in payment of 
debts, at par, and from all persons, the bills issued, 
and to be issued, by the particular Mutual Bank 
to which he may belong; but no member shall be 
obliged to recieve, or have in possession, bills of 
said Mutual Bank to an amount exceeding the 
whole value of the property pledged by him 

5 Any member may borrow the paper money 
of the bank to which he belongs, on his own note 
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running to maturity ( without indorsement), to an 
amount not to exceed one-half of the value of the 
property pledged by him. 

6 The rate of interest at which said money 
shall be loaned by the bank, shall be determined by, 
and shall, if possible, just meet and cover the bare 
expenses of the institution 

7 No money shall be loaned by the bank to 
persons who do not become members of the com¬ 
pany by pledging real estate to the bank. 

8 Any member, by paying his debts to the 
Mutual Bank to which he belongs, may have his 
property released from pledge, and be himself 
released from all obligations to said Mutual Bank, 
and to holders of the Mutual-Bank money, as such 

9. No Mutual Bank shall receive other than 
Mutual-Bank paper-money in payment of debts 
due to it, except at a discount of one-half of one 
per cent 

10 The Mutual Banks of the several counties 
in the Commonwealth shall be authorized to enter 
into such arrangements with each other as shall 
enable them to recieve each other's bills in pay¬ 
ments of debts; so that, for example, a Fitchburg 
man may pay his debts to the Barre Bank in 
Oxford-money, or in such other Worcester county 
money as may suit his convenience 

Remarks 

Let A, B, C, D and E take a mortgage upon real 
estate owned by F, to cover a value of, say, $ 600, in 
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consideration of which mortgage, let A, B, C, D and 
E, who are timber dealers, hardware merchants, 
carpenters, masons, painters, etc., furnish planks, 
boards, shingles, nails, hinges, locks, carpenters' 
and masons' labor, etc, to the value of $ 600, to F, 
who IS building a house. Let the mortgage have six 
months to run A, B, C, D and E are perfectly safe; 
for either F pays at the end of the six months, and 
then the whole transaction is closed, or F does not 
pay, and then they sell the real estate mortgaged 
by him, which is worth much more than $ 600, and 
pay themselves, thus closing the transaction. This 
transaction, generalized, grves the Mutual Bank, 
and furnishes a currency based upon products 
and services, entirely independent of hard money, 
or paper based on hard money, Foi A, B, C, D 
and E may give to F, instead of boards, nails, 
shingles, etc, 600 certificates of his mortgage, said 
certificates being receivable by them for services 
and products, each one in lieu of a silver dollar; 
each certificate being, therefore, in all purchases 
from them, equivalent to a one dollar bill. If A, B, 
C, D and E agree to receive thes_e certificates, each 
one in lieu of a silver dollar, for the redemption of 
the mortgage, if, moreover, they agree to receive 
them, each one in lieu of a silver dollar, from 
whomsoever it may be, in all payments—then A, B, 
C, D and E are a banking company that issues 
mutual money, and as they never issue money 
except upon a mortgage of properly of double 
the value of the money issued, their transactions 
are always absolutely safe, and their fmoney is 
always absolutely good 
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Any community that embraces members of all 
trades and professions may totally abolish the use 
of hard money, and of paper based on hard money, 
substituting mutual money in its stead, and they 
may always substitute mutual money in the stead 
of hard money and bank bills, to the precise extent 
of their ability to live within themselves on their 
own resources. 


The Rate of Interest 

As interest money charged by Mutual Banks 
covers nothing but the expenses of the institutions, 
such banks may lend money, at a rate of less than 
one per-cent per annum, to persons offering good 
security 


Advantages of Mutual Banking 

It may be asked, "What advantage does mutual 
banking hold out to individuals who have no real 
estate to offer in pledge'^" We answer this quest¬ 
ion by another What advantage do the existing 
banks hold out to individuals who desire to borrow, 
but are unable to offer adequate securityIf we 
knew of a plan whereby, through an act of the 
legislature, every member of the community might 
be made rich, we would destroy this petition and 
draw up another em.bodying that plan Meanwhile, 
we affirm that no system was ever devised so bene¬ 
ficial to the poor as the system of mutual banking, 
for if a man having nothing to offer in pledge, has 
a friend who is a farmer, or other holder of real 
estate, and that friend is willing to furnish security 
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for him, he can borrow money at the mutual bank 
at a rate of 1 per cent interest a year, whereas, if 
he should borrow at the existing banks, he would 
be obliged to pay 6 per cent Again, as mutual 
banking will make money exceedingly plenty, it 
will cause a rise in the rate of wages, thus benefi¬ 
ting the man who has no property but his bodily 
strength, and it will not cause a proportionate 
increase in the price of the necessaries of life, for 
the price of provisions, etc, depends on supply 
and demand, and mutual banking operates, not 
directly on supply and demand, but to the diminu¬ 
tion of the rate of interest on the medium of 
exchange 

But certain mechanics and farmers say, "We 
borrow no money, and therefore pay no interest. 
How, then, does this thing concern usHearken, 
my friends' let us reason together. I have an 
impression on my mind that it is precisely the 
class who have no dealings with the banks, and 
derive no advantages from them, that ultimately 
pay all the interest money that is paid. When a 
manufacturer borrows money to carry on his busi¬ 
ness, he counts the interest he pays as a part of his 
expenses, and therefore adds the amount of interest 
to the price of his goods The consumer who buys 
the goods pays the interest when be pays for the 
goods, and who is the consumer, if not the mecha¬ 
nic and the farmer''’ If a manufacturer could 
borrow money at 1 per cent, he could afford to 
undersell all his competitors, to the manifest 
advantage of the farmer and mechanic. The 
manufacturer would neither gain nor lose, the 
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farmer and mechanic, who have no dealings with 
the bank, would gam the whole difference, and the 
bank—which, were it not for the competition of the 
Mutual Bank, would have loaned the money at 6 
per cent interest—would lose the whole difference 
It IS the indirect relation of the bank to the farmer 
and mechanic, and not its direct relation to the 
manufacturer and merchant, that enables it to make 
money When foreign competition prevents the 
manufacturer from keeping up the price of his 
goods, the farmer and mechanic, who are consu¬ 
mers, do not pay the interest money, but still the 
interest is paid by the class that derive no benefit 
from the banks, for, m this case, the manufacturer 
will save himself from loss by cutting down the 
wages of his workmen who are producers Wages 
fluctuate, rising and falling (other things being 
equal) as the rate of interest falls or rises. If the 
farmer, mechanic and operative are not interested 
in the matter of banking, we know not who is 

Mutual Money is Generally Competent to Force 
its Own Way Into General Circulation 

Let us suppose the Mutual Bank to be at first 
established in a single town, and its circulation to 
be confined within the limits of ihat town The 
trader who sells the produce of that town in the 
city and buys there such commodities—tea, coffee, 
sugar, calico, etc — as are required for the consump¬ 
tion of his neighbors, sells and buys on credit. He 
does not pay the farmer cash for his produce; he 
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does not sell that produce for cash in the city, 
neither does he buy his groceries, etc., for cash 
from the city merchant but he buys of the farmer 
at, say, eight months' credit, and he sells to 
the city merchant at, say, six months' credit 
He finds, moreover, as a general thing, that the 
exports of the town which pass through his hands 
very nearly balance the imports that he brings into 
the town for sale, so that, in reality, the exports— 
butter, cheese, pork, beef, eggs, etc.—pay for the 
imports—coffee, sugar, etc. And how, indeed, 
could it be otherwise’^ It is not to be supposed 
that the town has silver mines and a mint, and, if 
the people pay for their imports in money, it will 
be because they have become enabled so to do by 
selling their produce for money. It follows, there¬ 
fore, that the people in a country town do not 
make the money, whereby they pay for store goods, 
off each other, but that they make it by selling their 
produce out of the town There are, therefore, two 
kinds of trading going on at the same time in the 
town—one, trade of the inhabitants with each other, 
and another of the inhabitants, through the store, 
with individuals living out of town. And these two 
kinds of trade are perfectly distinct from each other 
The mutual money would serve all the purposes of 
the internal trade, leaving the hard money, and 
paper based on hard money, to serve exclusively 
for the purposes of trade that reaches out of the 
town The mutual money will not prevent a single 
dollar of hard money, or paper based on hard 
money, from coming into the town; for such hard 
money comes into the town, not in consequence of 
exchanges made between the inhabitants them- 
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selves, butm coneequenceof producesoldabroad.* 
So long as produce is sold out of the town, so long 
will the inhabitants be able to buy commodities that 
are produced out of the town; and they will be 
able to make purchases to the precise extent that 
they are able to make sales. The mutual money 
will therefore prove to them an unmixed benefit, 
it will be entirely independent of the old money, 
and will open to them a new trade entirely inde¬ 
pendent of the old trade So far as it can be made 
available, it will unquestionablyiprove itself to be 
a good thing, and, where it cannot be made avail¬ 
able, the inhabitants will only be deprived of a 
benefit that they could not have enjoyed—mutual 
money or no mutual money. Besides, the com¬ 
parative cost of the mutual money is almost noth¬ 
ing; for it can be issued to any amount on good 
security, at the mere cost of printing, and the ex¬ 
pense of looking after the safety of the mortgages 
If the mutual money should happen, at any parti¬ 
cular time, not to be issued to any great extent, it. 
would not be as though an immense mass of value 
was remaining idle, for interest on the mutual 
money is precisely 0 The mutual money is not it¬ 
self actual value, but a mere medium for the ex¬ 
change of actual values—a mere medium for the 
facilitation of barter. ' ' 

We have remarked, that when the trader, who 
does the out-of-town business of the inhabitants, 
hmys coffee, sugar, etc., he does not pay cash for 

*Th 0 S 0 remarks may be generalized, and applied to the 
commerce which is carried on between nations. 
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them, but buys them at, say, six months' credit 
Now, the existing system of credit causes, by its 
very nature, periodical crises in commercial affairs 
When one of these crises occurs, the trader will 
say to the city merchant, "I owe you so much for 
groceries, but I have no money, for times are hard 
I will give you, however, my note for the debt'' 
Now, we leave it to the reader, would not the city 
merchant prefer to take the mutual money of the 
town to which the trader belongs, money that holds 
real estate and produce in that town, rather than 
the private note of a trader who may fail within a 
week? 

If, under the existing system, all transactions 
were settled on the spot in cash, things might be 
different; but as almost all transactions are con¬ 
ducted on the credit system, and as the credit 
system necessarily involves periodical commercial 
crises, the mutual money will find very little 
difficulty in ultimately forcing itself into general 
circulation The Mutual Bank is like the stone 
cut from the mountain without hands, for let it 
be once established m a single village, no matter 
how obscure, it will grow till it covers the whole 
earth Nevertheless, it would be better to obviate 
all difficulty by starting the Mutual Bank on a 
sufficiently extensive scale at the very beginning 

The Measure of Value 

The bill of a Mutual Bank is not a standard of 
value, since it is itself measured and determined in 
value by the silver dollar If the dollar rises in 
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value, the bill of the Mutual Bank rises also, since 
it IS receivable in lieu of a silver dollar. The bills 
of a Mutual Bank are not standards of value, but 
mere instruments of exchange, and as the value of 
mutual money is determined, not by the demand 
and supply of mutual money, but by the demand 
and supply of the precious metals, the Mutual 
Bank may issue bills to any extent, and those bills 
will not be liable to any depreciation from excess 
of supply. And, for like reasons, mutual money 
Will not be liable to rise in value if it happens at 
any time to be scarce in the market The issues 
of mutual money are therefore susceptible of any 
contraction or expansion which may be necessary 
to meet the wants of the community, and such 
contraction or expansion cannot by any possibility 
be attended with any evil consequences whatever, 
for the silver dollar, which is the standard of value, 
will remain throughout at the natural valuation 
determined for it by the general demand and 
supply of gold and silver throughout the whole 
world. 

The bills of Mutual Banks act merely as a medium 
of exchange they do not and cannot pretend to be 
measures or standards of value The medium of 
exchange is one thing, the measure of value is 
another, and the standard of value still another 
The dollar is the measure of value. Silver and 
gold, at a certain degree of fineness, are the stan¬ 
dard of value. The bill of a Mutual Bank is a bill 
of exchange, drawn by all the members of the 
mutual banking company upon themselves, 
indorsed and accepted by themselves, payable 
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at sight, but only m services and products. The 
members of the company bind themselves to 
recieve their own money at par; that is, in lieu of 
as many silver dollars as are denoted by the 
denomination on the face of the bill. Services and 
products are to be estimated in dollars, and 
exchanged for each other without the intervention 
of specie * 

Mutual money, which neither is nor can be 
merchandise, escapes the law of supply and 
demand, which is applicable to merchandise only. 

The Regulator of Value 

The utility of an article is one thing; its exchange¬ 
able value IS another; and the cost of its production 
IS still another But the amount of labor expended 
m production, though not the measure, is, m the 
long run, the regulator of value; for every new 

* "I now undertake to affirm positively, and without 
the least fear that I can be answered, whatheretofora I 
have but suggested—that a paper issued by the government, 
with the simple piomise bo receive it in all its dues,leaving 
its creditors to bake it or gold and silver ab their option, 
would, to the extent that it would ciiculate, form a perfect 
paper cirfculation, which could nob be abused by the govern¬ 
ment, that it would be as steady and unifoim in value as 
the metals themsolves, and that, if by possibility, it 
should depreciate, the loss would fall, not on the people, 
but on the government itself," etc —J. C. Calhoun: 
Speech in reply to Mr, Webster on the Sub-Treasury Bill, 
March 22, 1838. 



MUTUAL MONEY 


39 


mvention which (abridges labor, and enables an 
individual or company to offer an increased supply 
of valuable articles m the market brings with it 
an increase of competition. For, supposing that 
one dollar constitutes a fair day's wages, and that 
one man by a certain process can produce an 
article valued in the market at one dollar in half a 
day's labor, other men will take advantage of the 
same process, and undersell the first man, in order 
to get possession of the market Thus, by the 
effect of competition, the price of the article will 
probably be ultimately reduced to fifty cents 
Labor is the true regulator of value, for every 
laboring man who comes into competition with 
others increases the supply of the products of 
labor, and thus diminishes their value, while at 
the same time, and because he is a living man, 
he increases the demand for those products 
to precisely the same extent, and thus restores the 
balance- for the laborer must be housed, clothed 
and subsisted by the products of his labor Thus 
the addition of a laboring man, or of any number 
of laboring men, to the mass of producers, ought 
to have no effect either upon the price of labor, 
or upon that of commodities; since, if the laborer 
by his presence increases the productive power, 
he at the same time increases the demand for 
consumption We know that things do not always 
fall out thus in practice; but the irregularity is 
explained by the fact that the laborer, who ought 
himself to have the produce of his labor, or its 
equivalent in exchange, has, by the present false 
organization of credit, his wages abstracted from 
him Want and over production arise sometimes 
/ 
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from mistakes in the direction of labor, but 
generally from that false organization of credit 
which now obtains throughout the civilized world. 
There is a market price of commodities, depending 
on supply and demand, and a natural price, 
depending on the cost of production, and the 
market price is in a state of continual oscillation, 
being sometimes above, and sometimes below, 
the natural price; but in the long run, the average 
of a senes of years being taken, it coincides with 
it. It IS probable that, under a true organization 
of credit, the natural price and market price would 
coincide at every moment. Under the present 
system, there are no articles whose market and 
natural prices coincide so nearly and so constantly 
as those of the precious metals, and it is for this 
reason that they have been adopted by the various 
nations as standards of value 

When Adam Smith and Malthus’’ say that labor 
IS a measure of value, they speak, not of the labor 
which an article cost, or ought to have cost, in its 
production, but of the quantity of labor which the 


*MalfchuB says (we quote the substance, and very possibly 
the exact words, though we have not the book by us )’ 
“If a man is born into a world already occupied, and his 
family is not able to support him, or if society has no 
demand for his labor, that man has no right to claim any 
nouiishment wliatevei, he is really one too many on the 
earth. At the great banquet of nature there is no plate 
laid for him. Nature commands him to take himself away, 
and she will by no means delay in putting her own order 
into execution." 
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article may purchase or command It is very well, 
for those who mistake the philosophy of specula¬ 
tion on human misfortune and necessities foi’ 
social science, to assume for measure of value the 
amount of labor which different commodities can 
command, Considered from this point of view, 
the price of commodities is regulated, not in the 
labor expended in their production, but by the 
distress and want ot the laboring class There is no 
device of the political economists so infernal as 
the one which ranks labor as a commodity, varying 
m value according to supply and demand. Neither 
IS there any device so unphilosophical, since the 
ratio of the supply of labor to the demand for it is 
unvarying for every producer is also a consumer, 
and rightfully, to the precise extent of the amount 
of his products, the laborer who saves up his wages 
being, so far as society is concerned, and in the 
long run, a consumer of those wages. The supply 
and demand for labor is virtually unvarying^ and 
'its price ought, therefore, to be constant Labor is 
said to be value, not because it is itself merchan¬ 
dise, but because of the values it contains, as it 
were, in solution, or, to use the correct metaphy¬ 
sical term, m potentia The value of labor is a 
figurative expression, and a fiction, like the pro¬ 
ductiveness of capital Labor, like liberty, love, 
ambition, genius, is something vague and mdeter- 
minate in its nature, and is rendered definite by 
its object only, misdirected labor produces no^ 
value Labor is said to be valuable, not because 
it can itself be valued, but because the products 
of labor may be truly valuable. When we say, 
"John's labor is worth a dollar a day," it is as 
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though we said, "The daily product of John's 
labor IS worth a dollar" To speak of labor as 
merchandise is treason, for such speech denies 
the true dignity of man, who is the king of the 
earth Where labor is merchandise m fact ( not by 
a mere inaccuracy of language ), there man is 
merchandise also, whether it be m England or 
South Carolina 


VI 

The Provincial Land Bank 

"In the year 1714," says Governor Hutchinson, 
m his History of Massachusetts, a certain "party had 
projected a private bank, or, rather, had taken up a 
oroject published in London in the year 1684, but 
this not being generally known m America, a mer¬ 
chant of Boston was the reputed father of it. There 
was nothing more in it than issuing bills of credit, 
which all the members of the company promised 
to receive as money, but at no certain value comp¬ 
ared with silver and gold, and real estate to a suffi¬ 
cient value was to be bound as a security that the 
company should perform their engagements. They 
were soliciting the sanction of the general court, 
and an act of government to incorporate them 
This party generally consisted of persons in diffi¬ 
cult or involved circumstances in trade, or such as 
were possessed of real estate, but had little or no 
ready money at command; or men of no substance 
at all, and we may well enough suppose the party 
to be very numerous Some, no doubt, joined them 
from mistaken principles, and an apprehension 
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that it was a scheme beneficial to the public; and 
some for party's sake and public applause. 

"Three of the representatives from Boston—Mr. 
Cooke, Mr. Noyes, a gentleman in great esteem with 
the in habitants in general, and Mr Payne—were the 
supporters of the party. Mr Hutchinson, the 
other (an attempt to leave him out of the house 
not succeeding), was sent from the House to the 
council, where his opposition would be of less 
consequence. The Governor was no favorer of 
the scheme, but the lieutenant-governor—a 
gentleman of no great fortune, and whose stipend 
from the government was trifling—-engaged m the 
cause with great zeal 

"A third party, though very opposite to the pri¬ 
vate bank, yet were no enemies to bills of credit. 
They were in favor of loan bills from the govern¬ 
ment to any of the inhabitants who would mortgage 
their estates as a security for the repayment of the 
bills with interest in a term of years the interest to 
be paid annually, and applied to the support of 
government This was an easy way of paying 
public charges, which, no doubt, they wondered 
that in so many ages the wisdom of other govern¬ 
ments had never discovered. The principal men 
of the Council were in favor of it, and, it being 
thought by the first party the least of two evils, they 
fell in with the scheme, and, after that, the country 
was divided between the public and private bank. 
The House of Representatives was nearly equally 
divided, but rather favorers of the private bank, 
from the great influence of the Boston members 
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in the House, and a great number of persons of the 
town out of it The controversy had a universal 
spread, and divided towns, parishes, and particular 
families, 

"At length, after a long struggle, the party for 
the public bank prevailed in the general court for 
a loan of £50, 000 in bills of credit, which were put 
into the hands of trustees, and lent for five years 
only, to any of the inhabitants, at five per cent inte¬ 
rest, one-fifth part of the principal to be paid 
annually This lessened the number of the party 
for the private bank, but it increased the zeal, 
and raised a strong resentment in those that 
remained "— ( Thomas Hutchinson History of 
Massachusetts, vol n, p 188 ) 

It IS utterly inconceivable that any company of 
sane men should have seriously proposed to issue 
paper money destitute of all fixed and determinate 
value as compared with gold and silver, imagining 
that such money would circulate as currency. It 
paper money has "no certain value compared with 
silver and gold," it has no certain value compared 
with any commodity whatever, that is, it has no 
certain value at all for, since gold and silver have a 
determinate value as compared with exchangeable 
commodities, all paper money that may be estimated 
in terms of marketable commodities, may be 
estimated in terms of silver and gold Our author 
will permit us to suspect that his uncompromising 
hostility, not only to the land-bank, but also to 
everything else of a democratic tendency, blinded 
his eyes to the true nature of the institution he 
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describes Our suspicion is strengthened when 
we read that the paper money in question was to 
have a determinate value, since it was to have been 
secured by a pledge of "real estate to a sutficient 
value" The projectors of the scheme probably 
intended that the members of the company should 
redeem their bills from the bill-holders by receiv¬ 
ing them, in all payments, in lieu of determinate 
and specified amounts of gold and silver, and such 
a method of redemption would have given the 
bills "a certain value as compared with silver and 
gold."* 

In view of this extract from Governor 
Hutchinson's history, we abandon all claims 
to novelty or originality as regards our own scheme 
for a Mutual Bank. We think it very probable that 
our theory dates back to "the project published in 
London in the year 1684 " but we affirm nothing 
positively on this head, since we are altogether 
ignorant of the details, not only of the provincial 


*''Noith Caiolinajj ]U8fc affeei the Revolution, isBued a 
laige amount of paper, which was made receivable m dues 
to her It was also made a legal tendei, which, of course, 
was not obligatory after the adoption of the Federal Consti¬ 
tution A laige amount, say between four and five hundred 
thousand dollars, lemained in circulation after that period, 
and continued to cuculate for name than twenty years, at 
par with gold and silver during the whole time, with no 
other advantage tljan being received in the revenue of the 
State, which was much less than one hundred thousand 
dollars per annum.”— John C Calhoun' Speech on the 
bill authorizing an issue of treasury notes, Sept. 19,1837. 
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DToiect, but also of the original London plan. We 
have no information in regard to these matters, 
except that which is now submitted to the reader 

Our author says, on a subsequent page 

"In 1739, a great part of the Province was dis¬ 
posed to favor what v/as called the land bank or 
manufactory scheme, which was begun, or rather 
revived, in this year, and produced such great and 
lasting mischiefs, that a particular relation of the 
use, progress and overthrow of it may be of use 
to discourage any attempts of the like nature in 
future ages "—(History o/ Massachuseils, vol. ii, p. 
352.) 


It appears that after an interval of twenty-five 
years, the land-bank scheme rose once again above 
the surface of the political and financial waters. 
Governor Hutchinson says that this scheme pro¬ 
duced "great and lasting mischiefs" Let us see 
what these "mischiefs" were. 

"The project of the bank of 1714 was revived. 
The projector of that bank now* put himself at 
the head of seven or eight hundred persons, some 
few of rank and good estate, but generally of low 
condition among the plebeians, and of small estate, 
and many of them perhaps insolvent This notable 
company were to give credit to £ 150,000 lawful 
money, to be issued m bills, each person to mort¬ 
gage a real estate m proportion to the sums he 
subscribed and look out, or to give bond with two 
sureties; but personal security was not to be taken 
for more than £ 100 from any one person. Ten 
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directors and a treasurer were to be chosen by the 
company. Every subscriber or partner was to pay 
3 per cent interest (per annum) for the sum taken 
out, and 5 per cent of the principal,* and he that 
did not pay bills might pay in the produce and 
manufacture of the Province at such rates as the 
directors from time to time should set and they 
(the bills) should commonly pass in lawful money. 
The pretense was, that, by thus furnishing a 
medium and instrument of trade, not only the 
inhabitants in general would be better able to pro¬ 
cure the Province bills of credit for their taxes, but 
trade, foreign and inland, would revive and flourish 
The fate of the project was thought to depend on 
the opinion which the general court should form 
of it It was necessary, therefore, to have a house 
of representatives well disposed Besides the 800 
persons subscribers, the needy part of the Province 
in general favored the scheme One of their votes 
will go as far m elections as one of the most 
opulent The former are most numerous, and it 
appeared that by far the majority of represent¬ 
atives for 1740 were subscribers to or favorers of 
the scheme, and they have ever since been distin¬ 
guished by the name of the Land-Bank House 

"Men of estates and the principal merchants of 
the Province abhorred the project, and refused to 
receive the bills, but great numbers of shop¬ 
keepers who had lived for a long time on the fraud 
of a depreciating currency, and many small traders. 

Thus the whole pimcipal would be paid up in twenty 
yeais 
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gave credit to the bills The directors, it was said, 
by a vote of the company, became traders, * and 
issued ]ust such bills as they thought proper 
without any fund or security for their ever being 
redeemed They purchased every sort of commo¬ 
dity, ever so much a drug, for the sake of pushing 
off their bills, and, by one means or other, a large 
sum—perhaps fifty or sixty thousand pounds—was 
floated To lessen the temptation to receive the 
bills, a company of merchants agreed to issue their 
notes, or bills, redeemable in silver and gold at 
distant periods, much like the scheme in 1733, 
and attended with no bettei effect The governor 
exerted himself to blast this fraudulent under¬ 
taking—the land-bank Not only such civil and 
military officers as were directors or partners, but 
all who received or paid any of the bills were 
displaced The governor negatived the person 
chosen speaker of the House, being a director of 
the bank, and afterwards negatived thirteen of the 
newly elected counsellors, who were directors or 
partners in, or favorers of the scheme But all was 
insufficient to suppress it. Perhaps the major part 
in number of the inhabitants of the Province 
openly or secretly, were well-wishers of it. One 
of the directors afterwards acknowledged to me 
that, although he entered into the company v/ith 
a view to the public interest, yet, when he found 
what power and influence they had in all public 
concerns, he was convinced it was more than 
belonged to them, more than they could make a 

*866 foiegomg paiagiaph wheie it is said that debts to 
the bank might be paid in mamifactuies and produce. 
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good use of, and therefore unwarrantable Many 
of the more sensible, discreet persons of the Pro¬ 
vince saw a general confusion at hand The autho¬ 
rity of the Parliament to control all public and pri¬ 
vate persons and proceedings in the Colonies, was 
at that day questioned by nobody Application was 
therefore made to Parliament for an act to suppress 
the company, which, notwithstanding +he opposi¬ 
tion made by their agent, was very easily obtained, 
and therein it was declared that the act of the Sixth 
of King George I, chapter xvui, did, does and shall 
extend to the Colonies and plantations of America 
It was said the act of George I, when it was passed, 
had no relation to America; but another act, 
twenty years after, gave it force, even from the 
passing it, which it never could have had without. 
This was said to be an instance of the transcendent 
power of Parliament Although the company 
was dissolved, yet the act of Parliament gave the 
possessors of the bills a right of action against 
every partner or director for the sums expressed, 
with interest The company was in a maze At a 
general meeting, some, it is said, were for running 
all hazards, although the act subjected them to a 
praemunire, but the directors had more prudence, 
and advised them to declare that they considered 
themselves dissolved, and meet only to consult upon 
some method of redeeming their bills of the posses¬ 
sors, which every man engaged to endeavor in 
proportion to his interest, and to pay in to the 
directors, or some of them, to burn or destroy 
Had the company issued their bills at the value 
expressed on the face of them, they would have 
had no reason to complain at being obliged to 
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redeem them at the same rate, but as this was 
not the case m general, and many of the possessors 
of the bills had acquired them for half their value, 
ds expressed, equity could not be done, and, so 
far as respected the company, perhaps, the 
Parliament was not very anxious; the loss they 
sustained being but a just penalty for their un¬ 
warrantable undertaking, if it had been properly 
applied Had not the Parliament interposed, the 
Province v/oiild have been m the utmost confusion, 
and the authority of government entirely in the 
Land-Bank Company "—(p 353 ) 

The “mischiefs''occasioned by this land-bank 
seems to have been political, rather than economic, 
for our author nowhere affirms that the bill-hold¬ 
ers, not members of the company, lost anything by 
the institut'on We would remark that there are 
certain "mischiefs" which are regarded not without 
indulgence by posterity Governor Hutchinson 
ought to have explained more m detail the nature 
of the evils he complains of, and also to have told 
us why he, a declared enemy of popular institutions, 
opposed the advocates of the bank so uncompro¬ 
misingly Mutualism operates, by its very nature, to 
render political government founded on arbitrary- 
force, superfluous, that is, it operates to the de¬ 
centralization of the political power, and to the 
transformation of the state, by substituting self- 
government in the stead of government ab extra. 
The Land-Bank of 1740, which embodied fhe mu¬ 
tual pimciole, operated vigorously in opposition 
to the goveinment. Can we wonder that it had to 
be killed by an arbitrary stretch "of the supreme 
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power of Parliament," and by an ex post facto law- 
bearing outrageously on the individual members ol 
the company'? For our part, we admire the energy 
—the confidence in the principle of mutualism—of 
those members who proposed to go on in spite of 
Parliament, "although the act subjected them to a 
proemunirti'' If they had gone on, they would sim- 
oly have anticipated the American Revolution by 
some thirty years 

But where is Lhe warning to future ages'? Ac¬ 
cording to Governor Hutchinson's own statement, 
the fault of the bank was, that it would have suc¬ 
ceeded too v»ell if it had had a fair trial, nay, that it 
would have succeeded m spite of all obstacles had 
it not been for the exertion of "the transcendent 
power of Parliament'' Where is the bank of these 
degenerate days that has shown anything like the 
same povv-er of endurance"? Some of the existing 
banks find it difficult to live with the power of 
governinent exerted in their favor! 

The attempt of the Land-Bank Company to re- 
publicanixe gold and silver, and to make all com¬ 
modities circulate as ready money was, without 
guestion, premature But our author misappre¬ 
hends the matter, mistaking a transformation of the 
circulating medium for a mercantile scheme The 
"vote of the company whereby the directors be¬ 
came traders/' was an act for transforming the 
currency We do not justify it altogether; for it put 
■the welfare of the cause at too great hazard; but it 
was, nevertheless, not totally out of harmony with 
the general system. We remark m conclusion, that 
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the depreciation in the provincial currency was 
occasioned, not by "land-bank," that is, by mutual 
paper—which the Parliament forced the issuers, by 
an arbitrary, vindictive, and tyrannical law, to 
redeem with interest — but it was occasioned by 
government paper, "professing to be ultimately 
redeemable m gold and silver All arguments, 
therefore, against mutual money, derived from the 
colonial currency, are foreign to the purpose 


*"We are told that there is no instance of a government 
paper that did not depieciate In leply I affirm that there 
IB none assuming the form I propose (notes receivable by 
goveinment in payment of dues) that ever did depreciate. 
Whenever a paper leceivable in the dues of government 
had anything like a fair trial, it has sueoeecled Instance 
the ease of Noith Caiolina lefened to in my opening 
remarks The drafts of the tieasuiy at this moment, with 
all then incumbrance, ai8 iieaily at par with gold and 
silver, and I might add the instance alluded to by the dis¬ 
tinguished senator fiom Kentucky, m which he admits, 
that as soon as the excess of the issues of the Common¬ 
wealth Bank of Kentucky weie reduced to the pioper point, 
its notes rose to pai The case of Kussia might also be 
mentioned In 1827 she had a fixed paper-circulation in 
the foim of bank-notes, but which were inconveitible, of 
upwaid ol$ 120,000,000, estimated in the metallic ruble, 
and which had foi yeais lemained without fluctuation, 
having nothing to sustain it but that it was received m the 
dues of goveinment, and that, too, with a revenue of only 
about 5 90,000,000 annually,”—John 0. Calhoun: Speech on 
Ins amendment to separate the government fiom the 
banks, Oct 3, 1837 
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The main objections against mutual banking are 
as follows: 1 It is a novelty, and therefore a 
chimera of the inventor's brain, 2 It is an old 
story, borrowed from provincial history, and there¬ 
fore of no account! 

How would you have us answer obiections like 
these'^ Things new or old may be either good or 
evil. Every financial scheme should stand or fall 
by its own intrinsic merits, and not be judged from 
extraneous considerations, 

VII 

Money 

The most concise and expressive definition of 
the term "capital,'’ which we have seen in the 
writings of the political economists, is the one fur¬ 
nished by J Stuart Mill, m his table of contents He 
Says. "Capital is_wealth appropriated to reproduc¬ 
tive employment" There is, indeed, a certain ambi¬ 
guity attached to the word wealth, but let that pass, 
we accept the definition A tailor has $5 in money, 
which he proposes to employ in his business This 
money is unquestionably capital, since it is wealth 
appropriated to reproductive employment but it 
may be expended in the purchase of cloth, m the 
payment of journeymen's wages, or in a hundred 
other ways; what kind of capital, then, is it It is 
evidently, disengaged capital Let us say that the 
tailor takes his money and expends it for cloth; 
this cloth IS also devoted to reproductive employ¬ 
ment, and IS therefore still capital; but what kind 
of capital ? Evidently, engaged capital He makes 
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this cloth into a coat, which coat is more valuable 
than the cloth, since it is the result of human labor 
bestowed upon the cloth But the coat is no longer 
capital, for it is no longer (so far, at least, as the occu¬ 
pation of the tailor is concerned) capable of being 
appropriated to reproductive employment, what is 
it, then'^ It IS that for the creation of which the 
capital was originally appropriated, ih is product 
The tailor takes this coat and sells it in the market 
for $ 8, which dollars become to him a new disenga¬ 
ged capital The circle is complete, the coat be¬ 
comes engaged capital to the purchaser, and the 
money is disengaged capital, with which the tailor 
may commence another operation. Money is dis¬ 
engaged capital, and disengaged capital is money 
Capital passes, therefore, through various forms, 
first it IS disengaged capital, then it becomes en¬ 
gaged capital, then it becomes product, afterwards 
it IS transformed again into disengaged capital, 
thus recommencing its circular progress 

The community is happy and prosperous when 
all professions of men easily exchange with each 
other the products of their labor, that is, the 
community is happy and prosperous when money 
circulates freely, and each man is able with facility 
to transform his product into disengaged capital, 
for with disengaged capital, or money, men may 
command such of the products of labor as they 
desire, to the extent, at least, of the purchasing 
power of their money 

The community is unhappy, unprosperous, 
miserable, when money is scarce, when exchanges 
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are effected with difficulty For notice, that, in the 
present state of the world, there is never real over¬ 
production to any appreciable extent, for, whenever 
the baker has too much bread, there are always 
laborers who could produce that of which the 
baker has too little, and who are themselves in 
want of bread It is when the tailor and baker ' 
cannot exchange, that there is want and over-pro¬ 
duction on both sides Whatever, therefore, has 
power to withdraw the currency from circulation, 
has power, also, to cause trade to stagnate, power 
to overwhelm the community with misery, power 
to carry want, and its correlative, over-production, 
into every artisan's house and workshop For the 
transformation of product into disengaged capital 
IS one of the regular steps of production, and 
whatever withdraws the disengaged capital, oi 
money, from circulation, at once renders this step 
impossible, and thus puts a drag on all production 

There Are Vanous Kinds of Money 

But all money is not the same money Theie is 
one money of gold, another of silver, another of 
brass, another of leather, and another of paper 
and there is a difference in the glory of these 
different kinds of money There is one money that 
IS a commodity, having its exchangeable value 
determined by the law of supply and demand 
which money may be called (though somewhat 
barbarously) merchandise-money, as for instance, 
gold, silver, brass, bank-bills, etc , there is another 
money, which is not a commodity, whose exchange¬ 
able value IS altogether independent of the law of 
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supply and demand, and which may be called 
mutual money. 

Mr. Edward Kellogg says: "Money becomes 
worthless whenever it ceases to be capable of 
accumulating an income which can be exchanged 
for articles of actual value. The value of money as 
much depends upon its power of being loaned for 
an income, as the value of a farm depends upon its 
natural power to produce '* And again. "Money is 
valuable in proportion to its power to accumulate 
value by interest "* Mr Kellogg is mistaken. Money 
IS a commodity in a twofold way, and has therefore 
a twofold value and a twofold price—one value as 
an article that can be exchanged for other commo¬ 
dities, and another value as an article that can be 
loaned out at interest, one price which is deter¬ 
mined by the supply and demand of the precious 
metals, and another price {the rate of interest) 
which IS determined by the distress of the borrow¬ 
ing community Mr Kellogg speaks as though this 
last value and last price were the only ones deser¬ 
ving consideration, but this is by no means the 
case, for this last value and puce are so far from 
being essential to the nature ot money, that the 
Mutual Bank will one day utterly abolish them. 
The natural value of the silver dollar depends 
upon the demand and supply of the metal of which 
it IS composed and not upon its artificial power to 
accumulate value by interest Legislation has 


*People who raise the cry of "cheap money" fall into 
the same eiror, money that circulates freely at par, whether 
interest-beaiing or not, is neither cheap or dear.—Editor, 
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cieated usury, and the Mutual Bank can destroy it 
Usury IS a result of the legislation which establishes 
a particular commodity as the sole article of legal 
tender, and, when all commodities are made to be 
ready money through the operation of Mutual 
Banking, usury will vanish 

Convertible Paper Money Re-iders the Standard 
of Value Uncertain 

To show the effect of variations in the volume 
of the existing circulating medium, not only on a 
foreign commerce, but also on the private interests 
of each individual member of the community, we 
will, at the risk of being tedious, have recourse to 
an illuslralion Let us suppose that the whole 
number of dollars (either m specie or convertible 
paper) in circulation, at a pariicular time, is equal 
to Y, and that the sum of all these dollais will buy 
a certain determinate quantity of land, means of 
transportation, merchandise, etc, which may be 
represented by x, for, if money may be taken as 
the measure and standard of value for commodities, 
then conversely, commodities may be taken as the 
standard and measure of value for money Let us 
say, therefore, that the whole mass of the circula¬ 
ting medium is equal to Y, and that its value, 
estimated in terms of land, ships, houses, mer¬ 
chandise, etc , is equal to x If, now, the quantity 
of specie and convertible paper we have supposed 
to be ,m circulation be suddenly doubled, so that 
the whole mass becomes equal in volume to 2 Y, 
the value of the whole mass will undergo no 
change, but will still be equal to x, neither more nor 



58 


MUTUAL BANKING 


less. This IS truly wonderful > Some young 
mathematician, fresh from his algebra, will hasten 
to contradict us, and say that the value of the 
whole mass will be equal to 2x, or perhaps to x 
divided by 2, but it is the young mathematician 
who IS in error, as may easily be made manifest 
The multiplication of the whole number of dollars 
by 2 causes money to be twice as easy to be 
obtained as it was before Such multiplication 
causes, therefore, each individual dollar to fall to 
one-half its former value, and this for the simple 
reason that the price of silver dollars, or their 
equivalents in convertible paper, depends upon 
the ratio of the supply of such dollars to tne 
demand for them, and that every increase in the 
supply causes therefore a proportionate decrease 
in the price The variation in the volume does not 
cause a variation in the value of the volume, but 
causes a variation in the price ot the individual 
dollar Again, if one-half the money in circulation 
be suddenly withdrawn, so that the whole volume 
shall equal iY, the value of the new volume will 
be exactly equal to x, for the reason that the diffi¬ 
culty m procuring money will be doubled, 
since the supply will be diminished one-half, 
causing each individual dollar to rise to double 
its former value The value of the whole mass in 
circulation is independent of the variations of the 
volume, for every increase rn the volume causes a 
proportionate decrease in the value of the indivi¬ 
dual dollar, and every decrease in the volume 
causes proportionate increase in the value of the 
individual dollar. If the mass of our existing circu¬ 
lating medium were increased a hundred-fold, the 
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multiplication would have no effect other than 
that of reducing the value of the individual dollar 
to that of the existing individual cent If gold 
were as plenty as iron, it would command no 
higher price, than iron. If our money were 
composed of iron, we should be obliged to hire 
an ox-cart for the transportation of $ 100, and it 
would be as difficult, under such conditions, to 
obtain a cartload of iron, as it is now to obtain its 
value in our present currency. 

A fall or rise in the price of money, and a rise or 
fall in the price of all other commodities besides 
money, are precisely the same economical pheno¬ 
menon. 

The effect of a change in the volume of the 
currency is therefore not a change in the value of 
the whole volume, but a chaneg in the value of 
the individual silver dollar, this change being in¬ 
dicated by a variation in the price of commodities, 
a fall in the price of the silver dollar being indi¬ 
cated by a rise in the price of commodities, and a 
rise in the price of the dollar being indicated by a 
fall in the price of commodities "The value of 
money," says ] Stuart Mill, other things being the 
same, "vanes inversely as its quantity, every 
increase of quantity lowering its value, and every 
diminution raising it m a ratio exactly equivalent. 
That an increase of the quantity of money raises 
prices, and a diminution lowers them, is the most 
elementary proposition in the theory of the 
currency, and, without it we should have no key to 
any of the others." 
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Let us use this key for the purpose of uiilou.kmg 
the practical mysteries attached to variations m 
the volume of the existing currency The Banks, 
since they exercise control over the volume of the 
GUI lency by means of the power they possess of 
increasing or diminishing, at'pleasure, the amount 
of paper money in circulation, exercise control 
also over ihe value oi every individual dollar in 
every private man's pocket They make great 
issues, and money becomes plenty, that is to say, 
every other commodity becomes dear. The capi¬ 
talist sells what he has to sell while puces are high 
The banks draw in their issues, and money 'be¬ 
comes scarce, that is, all other commodities become 
cheap The community is distressed for money 
Individuals are forced to sell property to raise 
money to pay their debts, and to sell at a loss on 
account of the state of the market Then the 
capitalist buys what he desires to buy while prices 
are low These operations are the upper and the 
nether mill-stones, between which the hopes of 
the people are ground to powder 

The Evils of Convertible Paper Money 

Paper professing to be convertible into silver 
and gold, by over-stocking the home-market with 
money, makes specie to be in less demand in this 
country than it is abroad, and renders profitable 
an undue exportation of gold and silver, thus occ¬ 
asioning a chronic dram of the precious metals * 

* Poisons of htble foiesiglifc lojoice m die high piice of 
ooinniodifcies—fcliab is, in the low puce of plentifulness of 
money—not letlecting that, when money m too plently, the 
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It increases the volume of the currency, and 
therefore decreases the value of the individual 
silver dollar, thus causing an enhancement in the 
price of all domestic commodities, giving an un¬ 
natural advantage in our own markets to foreign 
manufacturers, who live in the enjoyment of a 
more valuable currency and presenting irresistible 
inducements to our own merchants to purchase 
abroad rather than at home 

It operates to give control over the currepcy to 
certain organized bodies of men, enabling them to 
exercise partiality, and loan capical to their rela¬ 
tives and favorites, thus encouraging incapacity, 
and depressing merit; and therefore demoralizing 
the people who are led to believe that legitimate 
business, which should be founded altogether 
upon capital, industry and talent, partakes of the 
nature of court-favor and gambling 

It operates to encourage unwise speculation, 
and, by furnishing artificial facilities to'rash, schem¬ 
ing and incompetent persons, induces the burying 
of immense masses of capital in unremunerative 
enterprises 

It reduces the value of our own currency below 
the level of the value of money throughout the 

Hap and vitaiity of the connlty flow foith in a constant 
stieam to enrich foieign lands And excessive supply of 
money causes a deceitful appeaiance of piospeiity, and 
favois temporarily a few manufactui eis, tiadeis and 
mechanics, but it is always a som ce of unnumbeied 
calamities to the whole country 
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world, rendering over-importation inevitable, ca¬ 
using our markets to be overstocked with foreign 
goods, and thus making the ordinary production 
of the country to present all the calamitous effects 
of over-production 

It operates inevitably to involve the country and 
individuals doing business in the country, m 
foreign debts It operates also, by blinding the 
people to the true nature of money, and encourag¬ 
ing them to raise funds for the commencement and 
completion of hazardous enterprises by the sale 
of scrip and bonds abroad, to mortgage the coun¬ 
try, and the produce of its industry, to foreign 
holders of obligations against us, etc 

Advantages of a Mutual Currency 

Mutual Banks would furnish an adequate currency, 
for whether money were hard or easy, all legitimate 
paper would be discounted by them- At present, 
banks draw in their issues when money is scarce (the 
very time when a large issue is desirable), because 
they are afraid there will be a run upon them for 
specie, but Mutual banks, having no fear of a run 
upon them—as they have no metallic capital, and 
never pretend to pay specie for their bills—can 
always discount good paper 

It may appear to some readers, notwithstanding 
the explanations already given, *that we go altoge- 

* Perhaps on acoounb of those explanations. As heat 
molts wax and hardens clay, so the same general 
pimciples, 'as applied to merchandise money and to mutual 
money give opposite results. 


MONEY 


63 


ther farther than we are warranted when we affirm 
that the creation of an immense mass of mutual 
money would produce no depreciation in the price 
of the silver dollar The difficulty experienced in 
understanding this matter results from incorrect 
notions respecting the standard of value, the mea¬ 
sure of value, and the nature of money This may 
be made evident by illustration The yard is a 
measure of length, and a piece of wood, or a rod 
of glass or metal, is a corresponding standard of 
length The yard, or measure, bemg ideal, is 
unvarying, but all the standards we have mentioned 
contract or expand by heat or cold, so that they 
vary (to an almost imperceptible degree, perhaps,) 
at every moment It is almost impossible to mea¬ 
sure off a yard, or any other given length, with 
mathematical accuracy The measure of value is 
the dollar, the standard of value, as fixed by law, 
is .silver or gold at a certain degree of fineness 
Corn, land, or any other merchantable commodity 
might serve as a standard of value, but silver and 
gold form a more perfect standard, on account of 
their being less liable to variation, and they have 
accordingly been adopted, by the common con¬ 
sent of all nations, to serve as such The dollar, as 
simple measure of value, has—like the yard, which 
IS a measure of length—an ideal existence only. In 
Naples, the ducat is the measure of value, but the 
Neapolitans have no specific com of that denomi¬ 
nation. Now, it IS evident that the bill of a Mutual 
Bank is like a note of hand, or like an ordinary 
bank bill, neither a measure, nor a standard of 
value It is (1) not a measure; for, unlike all mea¬ 
sures, it has an actual, and not a merely ideal 
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existence The bill of a Mutual Bank, being re¬ 
ceivable in lieu of a specified number of silver 
dollais, presupposes the existence of the silver 
dollai as a measure of value, and acknowledges 
I'self as amenable to that measure The silver 
dollar diffeis from a bill of a Mutual Bank receiv¬ 
able in lieu of a silver dollar, as the measure 
differs fioni the thing measured The bill of a 
Mutual Bank is (2) not a standard of value, 
because it has in itself no intrinsic value, like silver 
and gold, its value being legal, and not actual A 
stick has actual length, and therefore may serve as 
a standard of length, silver has actual intrinsic 
value, and may theiefoie serve as a standard of 
value, but the bill of a Mutual Bank, having a 
legal value only, and not an actual one, cannot 
serve as a standard of value, but is referred, on the 
contrary, to silver and gold as that standard, 
without which It would itself be utterly un¬ 
intelligible 

If ordinal y bank bills represented specie 
actually existing in the vaults of the banks, no mere 
issue or withdrawal of them could effect a fall or 
rise in the value cf money, for every issue of a 
dollar-bill would correspond to the locking up of a 
specie dollar in the bank's vaults, and every cance¬ 
lling of a dollar-bill would correspond to the issue 
by the banks of a specie dollar It is by the 
exercise of banking privileges—that is, by the issue 
of bills purporting to be, but which are not, con- 
vertible-that the banks effect a depreciation in the 
price of the silver dollar It is this fiction (by which 
legal value is assimilated to, and becomes, to‘all 
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business intents and purposes, actual value) that 
enables bank-notes to depreciate the silver dollar. 
Substitute verity in the place of fiction, either by 
permitting the banks to issue no more paper than 
they have specie in their vaults, or by effectmg an 
entire divorce befween bank-paper and its pre¬ 
tended specie basis, and the power of paper to^ 
depreciate specie is at an end So long as the 
fiction is kept up, the silver dollar is depreciated, 
and tends to emigrate for the purpose of traveling 
in foreign parts; but the moment the fiction is 
destroyed, the power of paper over metal ceases 
By its intrinsic nature specie is merchandise,, 
having its value determined, as such, by supply and 
demand, but on the contrary, paper-money is, by 
its intrinsic nature, not merchandise, but the means> 
whereby merchandise is exchanged, and as such 
ought always to be commensurate in quantity with 
the amount of merchandise to be exchanged, be 
that amount great or small. Mutual money is mea¬ 
sured by specie, but is in no way assimilated to it; 
and therefore its issue can have no effect whatever 
to cause a rise or fall in the price of the precious 
metals 


vm. 

Credit. 

We are obliged to make a supposition by no 
means flattering to ithe individual presented to the 
reader. Let us suppose, therefore, that some mis- 
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rable mortal, who is utterly devoid of any personal 
good quality to recommend him, makes his advent 
on the stage of action, and demands credit Are 
there circumstances under which he can obtain it'? 
Most certainly Though he possesses neither 
energy, morality nor business capacity, yet if he 
owns a farm worth $ 2,000, which he is willing to 
mortgage as secuI ity for ?1,500 that he desires to 
borrow, he will be considered as eminently de¬ 
serving of credit. He is neither industrious, punc¬ 
tual, capable, nor virtuous, but he owns alarm clear 
of debt worth $ 2,000 and venly he shall raise 
the $ 1,500 I 

Personal credit is one thing, real credit is an¬ 
other and a very different thing. In one case, it is 
the man who receives credit, in the other, it is the 
property, the thing. Personal credit is in the natui e 
of partnership; real credit is in the nature of a sale, 
with a reserved right of repurchase under condi¬ 
tions By personal credit, two men or more are 
brought into voluntary mutual relations, by real 
credit, a certain amount of fixed property le trans¬ 
formed, under certain conditions and for a certain 
time, into circulating medium, that is, a certain 
amount of engaged capital is temporarily trans¬ 
formed into disengaged capital. 

A young man goes to a capitalist saying "If 
you will lend me $ 100, I will go into a certain 
business, and make $ 1,500 in the course of the 
present year, and my profits will thus enable me to 
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pay you back the money you lend me, and another 
^100 for the use of it Indeed it is nothing more 
than fair that I should pay you as much as I offer; 
for, after all there is a great risk in the business, 
and you do me a greater favor than I do you " 
The capitalist answers. "I cannot lend you money 
on such terms, for the transaction would be illegal; 
nevertheless, I am willing to help you all I can, if 
I can devise a way. What do you say to my buying 
such rooms and machinery as you require, and 
letting them to you on the terms you propose"^ 
For, though I cannot charge .more than 6 per cent 
on money loaned, I can let buildings, whose total 
value is only $ 100, at a rate of $ 100 per annum, 
and violate no law Or, again, as I shall be obli¬ 
ged to furnish you with the raw material consumed 
m your business, what do you say to our entering 
into a partnership, so arranging the terms of 
agreement that the profits will be divided m fact, 
as they would be in the case that I loaned you $100 
at 100 per cent interest per annum’?" The young 
man will probably permit the capitalist to arrange 
the transaction in any form he pleases, provided 
the money is actually forthcoming. If the usury 
laws speak any intelligible language to the 
talist, it is this "The legislature does not intend 
that you shall lend money to any young man fo 
help m his business, where the insurance upon the 
money you trust in his hands, and which is sub¬ 
jected to the risk of his transactions, amounts to 
more than 6 per cent per annum on the amount 
loaned." And, in this speach, the deep wisdom of 
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the legislature is manifested I Why six, rather than 
five or seven"^ Why any restriction at alP 

Now for the other side (for we have thus far 
spoken of the usury laws as they bear on mere 
personal credit) If a man borrows $ 1,500 on the 
mortgage of a farm, worth, in the estimation of the 
creditor himself, $ 2,000, why should he pay 6 per 
cent interest on the money borrowed'? What does 
this interest cover'? Insurance”? Not at all, for the 
money is perfectly safe, as the security given is 
confessedly ample, the insurance is 0 Does the 
interest cover the damage which the creditor 
suffers by being kept out of his money for the time 
specified in the contract'? This cannot be the 
fact—for the damage is also 0—since a man who 
lends out money at interest, on perfect security, 
counts the total amount of interest as clear gain, 
and would much prefer letting the money at 1/2 per 
cent to permitting it to remain idle The rate of 
interest upon money lent on perfect security is 
commensurate, not with the risk the creditor runs 
of losing his money—for that risk is 0, not to the 
inconvenience to which the creditor is put by 
letting the money go out of his hands—for that in¬ 
convenience IS also 0,* since the creditor lends 
only such money as he himself does not wish to use; 
but it IS commensurate with the distress of the 

* "If, howBver, the moonvenience is anything, the 
lender ought to be indemnified, but such indemnification 
18 nob properly interest. 
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borrower One per cent per annum interest on 
money lent on perfect security is, therefore, too 
high a rate, and all levyina of interest'money on 
perfect security is profoundly immoral,! since such 
interest-money is the fruit of the speculation of one 
man upon the misfortune of another Yet the le¬ 
gislature permits one citizen to speculate upon the 
misfortune of another to the amount of six-hund¬ 
redths per annum of the extent to which he gets 
him into his power' This is the morality of the 
usury laws in their bearing on real credit 

Legitimate Credit 

All the questions connected with credit, the 
usury laws, etc. may be forever set at rest by the es¬ 
tablishment of Mutual Banks Whoever goes to 
the mutual bank, and offers real property in pledge, 
may always obtain money for the Mutual Bank 
can issue money to any extent, and that money will 
always be good, since it is all of it based on actual 
property, that may be sold under the hammer The 
interest will always be at a less rate than 1 percent 
per annum, since it covers, not the insurance of 
the money loaned, there being no such insurance 
required, as the risk is 0, since it covers, not the 

+ Peihaps, we ought rather to say, “would be profo¬ 
undly immoral m a more perfect social order.'’ We 
suppose that must be considered right, m our present 
chaotic state, which is best on the whole, or which—taking 
men’s passions as they are—is unavoidable. 
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damage which is done the bank by keeping it out 
of its money, as that damage is also 0, the bank 
having always an unlimited supply remaining on 
hand, so long as it has a printing-press and paper, 
since It covers, plainly and simply, the mere ex¬ 
penses of the institution—clerk-hire, rent, paper, 
printing, etc And it is fair that such expences 
should be paid under the form of a rate of inter¬ 
est; for thus each one contributes to bear the 
expences of the bank, and in the precise pro¬ 
portion to the benefits he individually experiences 
from it Thus the interest, properly so called, is o, 
and we venture to predict that the Mutual Bank will 
one day give all the real credit that will be given; 
for since this bank will give such at 0 per cent 
interest per annum, it will be diflicult for other 
institutions to compete with it for any length of 
time The day is coming when everything that is 
bought will be paid for on the soot, and m mutual 
money, when all payments will be made, all wages 
settled on the spot The Mutual Bank will never, 
of course, give personal credit, for it can issue 
bills only on real credit It cannot enter into part¬ 
nership with anybody, for, if it issues bills where 
there is no real guarantee furnished for their 
repayment, it vitiates the currency, and renders 
itself unstable. Personal credit will one day be 
given by individuals only, that is, capitalists will 
one day enter into partnership with enterprising 
and capable man who are without capital, and the 
profits will be divided between the parties accor¬ 
ding as their contract of partnership may run. 
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Whoever, in the times of Mutual Bank, has pro¬ 
perty, will have money also, and the laborer who 
has no property will find it very easy lo get it, for 
every capitalist will seek to secure him as a 
partner All services will then be paid for in 
ready money, and the demand for labor will be 
increased three, four, and five-fold 

As for credit of the kind that is idolized by the 
present generation, credit which organizes society 
on feudal principles, confused credit, the Mutual 
Bank will obliterate it from the face of the earth 
Money furnished under the existing system to in¬ 
dividuals and corporations is principally applied 
to 'speculative 'purposes, advantageous, perhaps, 
to those individuals and corporations if the spe- 
specplations answer, but generally disadvantage¬ 
ous to the community, whether they answer or 
■whether they fail If they answer, they generally 
end in a monopoly of trade, great or small, and in 
consequent high prices; if they fail, the loss falls 
on the community Under the existing system, 
there is little safety for the merchant The utmost 
degree of caution practicable in business has 
never yet enabled a company or individual to 
proceed for any long time without incurring bad 
debts 

The existing organizalion of credit is the 
daughter of hard money, begotten upon it in- 
cestuously by that insufficiency of circulating 
medium which results from laws making specie 
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the sole legal tender The immediate consequences 
of confused credit are want of confidence, loss of 
time, commercial frauds, fruitless and repeated 
applications for payment, complicated with irre¬ 
gular and ruinous expenses The ultimate conse¬ 
quences are compositions, bad debts, expensive 
accommodation-loans, lawsuits, insolvency, bank¬ 
ruptcy, seperation of classes, hostility, hunger, 
extravagence, distress, riots, civil war, and, finally, 
revolution The natural consequences of mutual 
banking are, first of all, the creation of order, and 
the definite establishment of due organization m 
the social body, and ultimately, the cure of all the 
evils which flow from the present incoherence 
and disruption in the relations ot production and 


commerce. 
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IX 

The Mufuo! Bank. 

The essential features of a Mutual Bank may be 
outlined as follows. 

1. Mutual Banking Associations shall be formed 
to do a general banking business and to issue 
Bank cheques for the use of their members 

2 Members of such associations shall, upon 
admission, bind themselves m due form to receive 
the cheques issued by the association from all 
persons, m all payments, at par, 

3 The associations may issue their currency 
cheques as loans to their members to circulate as 
money among them and such other persons as are 
willing to receive it This cheques will not be 
legal tender. 

4. Any person may become a member of any 
association and may borrow the money issued by 
the association, by giving his promissory note 
therefor, and by pledging property or future 
production or pronotes to the association to 
secure the payment of said note, or by having his 
loan insured as hereinafter provided. 

5 Loans may be made for an amount not ex¬ 
ceeding one-half the assessed value of the improve 
ments situated upon the real estate pledged, or in 
an amount not exceeding one-half the value of 
goods, chattels, implements and machinery used 
in productive enterprises, or upon shares of 
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stock of such enterprises, and upon warehouse 
receipts The period for which loans shall run 
shall be determined by the marketability and 
possible depreciation of the security offered. 

6. Loans may also be discounted by the associa¬ 
tion, for those who have no property to pledge, 
upon the payment of a sufficient premium to 
insure the risk with an authorized insurance 
company, 

7. The rate of interest shall always be zero. The 
charges for which said money shall be loaned 
shall be determined by and shall just meet and 
cover the losses sustained and the expenses of 
the association. 

8. Members, by paying their debts to the 
association, shall have their property released 
from pledge, and be themselves released from all 
obligations to said association and to the holders 
of its money as such. 

9 Wage workers who are willing to receive 
the money of the association in the payment of 
their wages may deposit the same with the associa¬ 
tion subject to check 

10 The money of the association shall be 
issued m denominations of one, two, five, ten and 
twenty rupee bills; at least one-half of the issue 
shall be m the first three denominations. 

11. The check, draft, bill of exchange and 
travelers' checks may be adopted to facilitate ex- 
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changes between the various members of the 
associations and between the associations them¬ 
selves in specific part of India only. 

12. Associations may form clearing houses m 
a city where there is a branch near the center of 
population. 

Offhand, there seems to be a risk connected 
with the acceptance by the Mutual Bank of all 
kinds of property as security for loans. But, in 
reality, the risk will be very slight. If a member 
of the Mutual Bank should fail to redeem his note 
at maturity, the property he has pledged will be 
sold for current money. The auctioneer pays to 
the Bank in the amount of the note, which gold 
the Bank will then hold, m order to redeem with 
it an equivalent amount of currency. The balance 
will be paid to the debtor for his equity. Under 
our present system, with all its uncertainty, a 
foreclosure will not take place once m five 
hundred instances Under the system just outlined 
it will happen even less often About two thousand 
rupees in gold com is all that would be needed to 
protect a lac of rupees in loans. And even this 
amount can be dispensed with by insuring the 
risk with a reliable insurance company. 

In general, the advantages of this Mutual Bank 
will be 

Mutual Bank cheques being secured credit, will 
take the place of unsecured credit, and, in conse¬ 
quence, credit losses will be practically 
eliminated 
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Usury and interest will cease, and only the 
costs of issuing, securing, and carrying Mutual 
Bank notes will be charged, amounting to less 
than one per cent 

Mutual Bank cheques, by their very nature, 
cannot depreciate. On this account, and because 
there will always be enough Mutual Money for all 
industrial and commercial needs (due to the flexi¬ 
bility of the issue), there will be no more money 
panics. 

As money will be easy to get under the Mutual 
Banking system, sound enterprises will have no 
difficulty in getting financed This will eventually 
mean the disintegration of monopoly It will also 
mean the creation of many more ]obs, and 
consequently competition among employers for 
workers, resulting in increasingly better condi¬ 
tions of work land pay, until at last the worker 
will receive the full product of his labor. 

Mutual Bank m Operation 

Let it be assumed that the Mutual Bank has 
been established and of ters credit at the cost of 
operating the bank, which is about one per cent 
This will be the full rate charged on all loans. This 
rate comes into competition with the rate charged 
by all other banks and all other money lenders 
The effect on the other banks will be felt very 
soon, because no one is going to pay six or eight 
per cent for money when he can get it for one 
per cent or less. One of two things must happen. 
The old banks must either meet the cut and also 
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lend money at that rate, or else lose their customers 
who will go to the new bank. The new bank needs 
no capital, as it does business entirely on the 
capital of its customers, who are also its members; 
for every member virtually brings his own capital 
to the Mutual Bank when he joins it. 

The business the Mutual Bank can do is un¬ 
limited, and each new member joining the Bank in 
creases the number of people who can do business 
with each other on this new basis The circle of 
exchange becomes wider and wider and it cannot 
be long, before the whole comunities is impelled 
by self interest to do business on this plan. 

Once the Mutual Bank is operating, money will 
be available practically without interest to any 
responsible producer, so that his independence 
will no longer depend upon the whim of the usurer, 
but upon his determination and his ability in his 
line of work There will be big factories and small 
shops, and the demand for wage labor will be 
greater than the supply, with the result that wages 
will soar until they approach the full value of the 
vrork done Due to the elimination of interest, 
rent, and privileged profits, under Mutualism the 
cost of commodities will be much lower and money 
therefore will have more buying power, in addition 
to wages being higher Is this not a condition 
worth working for ? Once the Mutual Bank is es¬ 
tablished, Mutual exchange will permeate all 
society and demonstrate everywhere the benefits 
to be derived by adhering to the cost principle, so 
that society may at last move in the right direction 
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For the inauguration and successful operation of 
the Mutual Bank, a considerable number of re¬ 
presentatives of diversified industries would be 
essential. The organi 2 ation of such a group must 
be the first task of those who wish to put that phase 
of Mutualism into practice. The co-opeiatives have 
such an aggregation already at hand, organized 
and trained in associative effort Here, then, a 
beginning can be made, if such associations can be 
brought to perceive the immense benefits to all 
society to be derived from this extension of their 
principles. These associations have the psychologi¬ 
cal foundation and the mechanism for the purpose. 
Mutualism offers them this opportunity and assures 
them of its hearty co-operation. 

The methods of approach for the credit group 
of organizations must, by now, be self-evident. 
Money and insurance at cost, occupancy and.use, 
as essentials to land ownership; adherence to the 
law of equal liberty, and voluntary association, no 
compulsion for the non-mvasive individual—all 
these are tenets of Mutualism whtch can never be 
emphasized too strongly. All things which make 
for the maximum of individual liberty compatible 
w ith equality of liberty are part of the Mutualist 
programme, no matter from what quarter they are 
tendered. And, per contra, anything which limits 
the liberty of anyone below the point needed to 
retain equality of liberty is a danger to the indi¬ 
vidual and therefore to human society as a whole, 
and in consequence is rejected by Mutualism. 
Liberty is the first need of man For Liberty is, as 
Proudhon so well stated, not the daughter but the 
mother of order 
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